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IAS home study training plan, the Life Scholarship Privilege, has made 
a substantial contribution to the success of thousands of IAS graduates. 
The ninety-assignment IAS Diploma Course includes fifty advanced elective assignments 
selected by the student—those which will be of the greatest immediate benefit. On graduation, 
each student becomes entitled to all additional 
elective courses in the present IAS curriculum 


with full educational service and consultation privileges. 


The courses included in this Life 
Scholarship arrangement (with the e With this broad curriculum at his command, each 


number of comprehensive study IAS student can study first those subjects needed im- 
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assignments indicated) are: mediately and can then broaden his knowledge of 


accounting and management through study of addi- 
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BASIC COST ACCOUNTING (10) 
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MANAGEMENT CONTROL (20) 
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OFFICE MANAGEMENT (20) 
ACCOUNTING LAW (10) 
FEDERAL INCOME TAX (10) 

CPA COACHING (20) 


tional electives. 





e There is no additional charge for the Life Scholar- 
ship Privilege. It is included in the reasonably low 
enrollment fee for the Diploma Course. 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and maintain 
through authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 


4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 


5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental infl- 
ences as they affect the operations of the 
business. 


6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 
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John F. Nash, Vice President—Operation, New York Central System 


“Moore forms help us locate freight automatically” 


AUTOMATED CAR REPORTING GIVES NEW YORK CENTRAL 24-HOUR CONTROL OF ROLLING STOCK 


New York Central recently introduced an electronic Car are changed as cars are added or removed from the train. 
Reporting System, a specially designed network utilizing A new tape is made, then sent on the network again. Each 
350 Teletype machines that links 67 Central freight yards transmission prints a ‘consist’ of the train on a Moore 
with information service bureaus at New York, Cleveland, Speediflo. It is the road’s control in print. 
Indianapolis and Detroit. The stacey provides one, The Moore man helped with scientific design and manu- 
complete information on some 52,000 cars—within minutes. facture of the multi-part Speediflo and other 
This er eile freight yard efficiency, speeds Tene: CATS: forms used in this Automated Data Process- 
tion and gives shippers valuable delivery information. ing system. If you would like examples 

As a train enters a strategic Central freight yard, a card how Moore helped improve other systems 
with content, destination and traffic information is punched write on your Company letterhead to the 


for each car, then fed into an IBM card-to-tape machine Moore office nearest you. 

which produces a tape. This information is transmitted, 

by tape, to the service bureaus, retransmitted automatically Moore Business Forms, Inc., Niagara Falls, N. Y 
to interested freight yards. There the tape is automatically Emeryville, Calif. Over 300 offices and factories across 
reproduced, converted into cards in train sequence. These U.S., Canada, Mexico, Caribbean, Central America. 


Build control with 


MOORE BUSINESS FORMS 
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GENTLEMEN! TAKE UP YOUR PENS... 


Editors, THE CONTROLLER: 

I would like to raise a question about 
a statement which was made in the article 
by John A. Griswold in the October 1957 
issue of THE CONTROLLER entitled ““More 
for Your Capital Dollar.” 

I am always a little breathless when an 
author starts an analysis of a business man- 
agement probiem by assuming that a ques- 
tionable premise has been proved. Before 
I can accept the discount method as being 
sound in its own right, I must have sev- 
eral points clarified. 

It seems to me that there is a funda- 
mental weakness in the use of the discount 
method since it presupposes that any mon- 
ies returned will be reinvested over the 


entire life of the project at the rate of 
return arrived at by the formula computa- 
tion. However, this argument falls of its 
own weight since the discount method is 
recommended as a means of selecting 
those projects that produce the highest 
rate of return. The remaining opportuni- 
ties for investment in the future perforce 
will not provide an opportunity for re- 
investment at the necessarily attractive 
rate. 

A second difficulty that I envisage is 
the necessity for management to be able 
to compare projected rates with actual ac- 
complishments. While individual projects 
can be measured in terms of actual dol- 
lars of profit or cost savings, one also 
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attempts to measure the over-all perform. 
ance of profit centers. I have not yet been 
able to apply a discount method to the 
measurement of the profit of an autono. 
mous division so that I can weigh the 
profit for the individual projects against 
the trend of profitability for the entire 
division. 

I am clear that the consistency of ap- 
plication in any formula devised is the 
primary essential. In fact, I would rather 
have a consistent overstatement of return 
in a formula, so long as I could feel rela- 
tively sure that the pattern of overstate. 
ment was present with a degree of regu- 
larity, than to apply a formula which 
involved unknown fluctuations which were 
not discernible. Certain of the methods 
that Professor Griswold casts aside do 
produce basic elements of overstatement, 
but I can ascertain the degree of error 
which I could not do if I were using the 
discount method. Moreover, these meth- 
ods can also be applied to results of an 
entire division. Use of a cash payback 
could have justification under certain con- 
ditions, but should not be related to uses 
of rate of return calculations. 

I have had numerous discussions with 
men from consulting firms and from other 
educational institutions and it has seemed 
to me that in each instance they have 
started with the same premise with which 
Professor Griswold began, namely, “its 
(the discount method) soundness has 
been proved.” Unfortunately, I have not 
yet been able to elicit from these other 
authorities the answer to the basic ques- 
tions which I have enumerated above. My 
difficulty lies in my not having been ex- 
posed to the proofs to which he referred. 


JOHN V. VAN PELT III 
Controller 

The Kendall Company 
Walpole, Mass. 





Readers of THE CONTROLLER 
are invited to express their reac- 
tions to articles appearing within 
our pages. Letters will be welcomed 
for inclusion on this page and must 
bear the writer’s signature and ad- 
dress (which will be withheld if so 
requested). The Editors 





THE UNSPOKEN QUESTION 


Editors, THE CONTROLLER: 

The controller administers the budget, 
but others in the company have to do a 
lot of work in preparing it. It’s natural 
that they should ask “Why?” and “Is it 
worth it?” 

With the thought in mind that it might 
make a short and timely item for you, I 
am sending along a photocopy of an ar- 
ticle prepared by Bill Wetzel, controller 
(Continued on page 102) 
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MAILING COSTS... 


Eliminate Overtime ! 


LOW COST, AUTOMATIC CUMMINGTON MAIL INSERTER SAVES 


6 out of every 8 hours now spent in old fashioned, manual hand stuffing 
methods. Does the work of 7 people — fast, easily, automatically ! 


CUT COSTS, SAVE TIME, MECHANIZE the inserting of bills, state- 


ments, dividends, payroll checks, premium notices, and sales promotion 
material. Cummington Mail Inserters are available in one to six station 
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Mail Coupon for Free Bulletin 
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718 Beacon St., Boston 15, Massachusetts 
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of Becco Chemical Division, Food Ma- 
chinery and Chemical Corporation, Buf- 
falo, N. Y. (our client) for the January 
1958 issue of Becco News, employe pub- 
lication of this division. It puts the case in 
simple language and effectively, I think. 
FREDERICK R. BREWSTER 

John Mather Lupton Company, 
Incorporated 

New York 


WHAT IS A BUDGET? 


(Editor's Note: The time for working on 
the budget is always a trying one for all con- 
cerned. Under the pressure of the added work 
it may cause many to wonder if the value of a 
budget is commensurate with the work in- 


(eects 


a ee a 
Please send me Bulletin 


me i 
Title ha Be ei ect CRN ee aT 

Company : is 2 i 
Address pocenentte oct i 


City State . 
eee ee ee ee ee 


Name 


volved. We asked Bill Wetzel, our controller, 
to answer the unspoken question.) 

A budget is nothing more than a plan. 
Consciously or not, all of us operate on 
some sort of budget. The difference be- 
tween an individual’s budget and that of 
the largest corporation is the degree of 
refinement built into it. A child displays 
first evidence of this tendency when he 
puts his small savings in a penny bank. 
This will later mature into a weekly ex- 
pense allowance from his father, which 
the child must live within. 

The question is frequently asked: 
“Should a company budget place real 
hardships on employes by eliminating 
necessary expenditures for operations?” 
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The answer to this question is “No” 
since this would inevitably result in in. 
efficiency and reduced profits. In periods 
of depressed business conditions a com. 
pany operates in much the same way as 
we do at home when money is a little 
tight, that is, we take care of our most 
urgent needs first. We may postpone buy- 
ing that new car we were thinking about 
but this does not mean that we must go 
without transportation. We have simply 
cut back on a luxury item in favor of 
something more important, such as a doc- 
tor’s bill or junior’s education. Business 
has the same concern as any parent, 
namely to keep the roof on the house 
and the wolf away from the door. The 
wisdom of such a philosophy is respon- 
sible for our having jobs in lean years as 
well as good ones. 

A budget merely tries to bring all a 
company’s needs into focus in order that 
it may pick and choose the most profitable 
outlets for its cash. The average house- 
wife does this every day in shopping for 
everything from a new dress to a pound 
of hamburger. If every individual in a 
company would spend the company’s 
money in the same way as he would his 
own, the results would be tremendous. It’s 
quite easy to be generous with someone 
else’s money. This also applies to mate- 
rials, tools and time. 

An inefficient and wasteful organiza- 
tion will not long survive because an eff- 
cient competition will one day eliminate 
it. This is a healthy part of our American 
free enterprise system which should cause 
all of us to cooperate to the fullest with 
management’s plans to improve and econ- 
omize. Our future can largely depend on 
the success or failure of these efforts. 


—BILL WETZEL 
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Management: Our Best Weapon 


Although Explorers and Sputniks have captured the head- 
lines during recent months, it is management, not science, 
which will be the deciding factor in maintaining America’s 
leadership as well as economic prosperity in 1958. This 
view was presented by Clifford C. James, dean of the Uni- 
versity of Baltimore’s School of Business, Industry and 
Management, at a recent meeting of the Baltimore Control 
of Controllers Institute. 

American management, he reasoned, is our best weapon 
for maintaining world leadership and our most certain 
method of maintaining prosperity. 

“Ability ta produce enough consumer civilian goods to 
maintain our high standard of living, plus all our military 
needs, is America’s greatest two-stage missile and the Rus- 
sians know it,” said Mr. James. 

The Russian Sputnik, he declared, ‘has driven us science 
crazy” but the “management of man and his resources is 
the most important function in the world,’ he asserted, 
adding: “In fact, even the creations of science must be 
managed and controlled if man is to survive.” 


Planning for Tomorrow 


In the midst of an atmosphere of concern about business 
prospects, it appears desirable to note these words recently 
expressed by R. C. Ingersoll, board chairman of Borg- 
Warner Corporation: ‘“What of our future? If we may 
draw any lesson from the trends of the past, it surely must 
be: ‘We haven’t seen anything yet!’ I wish I had another 50 
years to watch the changes that many of you men and many 
others will be able to accomplish; and, not only to watch 
them, but to participate in the development of them. Plan- 
ning proceeds to preparedness, and preparedness is certainly 
significantly related to time. This suggests that in a highly 
dynamic era—one of ever-changing situations—it is not 
only important that we plan, but that well-formulated plan- 
ning proceed to execution in appropriate relation to time. 
The acts of planning thus not only require the best possible 
evaluation of trends, but a real sense of timing.” 

Another observation worth emphasis came recently from 
Ralph J. Cordiner, president of General Electric, who noted: 
“In a time of radical world-wide change, when every day 
introduces new elements of uncertainty, forward planning 
may be nearly impossible—an exercise in futility. Yet there 
never was a more urgent need for long-range planning on 
the part of every business, and indeed every other important 
element of our national life.” 


Flexibility for Depreciation 


Discussing tax problems, particularly those centered 
around the subject of depreciation, at a recent conference of 
Tax Foundation, W. L. Hearne, tax supervisor of United 
States Steel Corporation, declared: 


. . . Flexibility I regard as the most important feature in a 
sound system of depreciation. Whether depreciation is a cost or 
whether it is a deduction from selling price, it 1s important that 
it be a recovery and not a statistical increase in loss which may 
never be recovered. ... 

“If the present furor about depreciation produces no other 
benefit, it has at least made many people realize that depreciation 
is a living thing and is not merely an accounting proration. It is 
a part of the life blood of industry—that is, the money flowing 
into and out of the business—and should be analyzed as the ebb 
and flood with all their variations.” 


Depreciation problems were also considered in the re- 
cently issued ‘Recommendations for Revisions in Internal 
Revenue Code of 1954’ as developed by the National Com- 
mittee on Federal Taxation of Controllers Institute, under 
the chairmanship of Gerald L. Phillippe, comptroller, Gen- 
eral Electric Company, New York. Declared the Committee: 


“The inadequacy of the present federal income tax allowances 
for depreciation is creating a serious problem for taxpayers. Al- 
though the 1954 Code provisions represent a big advance over 
the prior law, much remains to be done if industry is to meet 
the nation’s requirements for new plants, new jobs and new 
products. 

“The tax depreciation law should fully recognize the increas- 
ing importance of obsolescence as a factor in determining useful 
lives and should permit flexibility of method and rate in order 
to meet the varying conditions of each taxpayer's business. Fail- 
ure to do this restricts the momentum of technological advances. 

“The introduction of new methods in the 1954 Code has un- 
fortunately tended to introduce more rather than less rigidity. 
We urge that a taxpayer be permitted to shift methods or rates 
as his conditions require. Specifically, he should be allowed the 
automatic right to shift from any of the methods under Section 
167(b)(2), (3) or (4) to the straight-line method’ or to any 
method under Section 167 (a).” 


Spending Controls: Six Tests 


Six tests which should be applied to every demand for 
new or increased expenditures were outlined recently by 
J. Cameron Thomson, vice chairman, Committee for Eco- 
nomic Development. Although his observations were di- 
rected at governmental economy, they summarized excel- 
lently basic guiding principles for any group, governmental 
or corporate, in the effort to plan and control realistically. 

Mr. Thomson's six points are: 


1. Does the request fill a real need? 

2. Is it a need which only government can supply? 

3. Must the need be met by the Federal Government? 

4. Will spending by the Federal Government meet the 
need to a degree to make it worth while? 

5. If it is extension of an existing program, has the 
spending on this program been efficient? 

6. Must the spending be done now? 





—PAUL HAASE 
THE CONTROLLER......... 2. .....MARCH 1958 
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slow poke accounting; get management control of 
figure facts with BURROUGHS SENSIMATIC 


In any business, a Burroughs Sensi- 
matic accounting machine speeds 
accounting procedure, slashes 
accounting costs, and gives you 
command at all times of all up-to- 
the-minute facts and figures relat- 
ing to your business. 


Handles one or many jobs. Exclusive 
sensing panel gives you a choice of 
four jobs at the flick of a knob. And 
the panels are interchangeable, can 
be adapted to any and all account- 
ing jobs. If you change accounting 
methods, just change sensing 
panels, not the machine. Goodbye 
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to the problem of obsolescence! 
Simplicity of operation. Even the new- 
est operator can quickly master the 
Sensimatic,which makes thecompli- 
cated decisions and motions for her. 


Well-suited to your special needs. 
Whether your business is small or 
large, whether your accounting is 
routine or extra complicated, 
there’s a Sensimatic exactly suited 
to your needs. Call our nearest 
branch office today for a free demon- 
stration. Burroughs Division, 
Burroughs Corporation, Detroit 
32, Michigan. 


BURROUGHS Sensimatic Accounting Machines 
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Try Budgeting 


for Return on Capital Employed 


George Moller 


HE PLANNING AND CONTROL CON- 
Der requires the preparation and ac- 
ceptance of an integrated plan of opera- 
tions by responsible officers and the board 
of directors of a company. This plan will 
be expressed in the terms of money, com- 
prising sales and expense budgets, result- 
ing in a profit and loss (income) budget, 
and cash and capital outlay budgets. 

Planning at the top level determines 
“what” and “when”’ leaving the “how” to 
the operational heads to whom this re- 
sponsibility is assigned. 

Although planning on the basis of re- 
turn on capital employed is a rather new 
concept, there is sufficient literature avail- 
able to explain the technique and appli- 
cation of computing return on capital em- 
ployed! The following study attempts to 
show the inherent possibilities of the con- 
cept beyond the measurement of past 
achievements. 


DEFINITIONS 


To clarify the terminology used in this 
article, we define “capital invested” as the 
net worth of the company, i.e., the re- 
sponsible capital of the corporation com- 
prising share capital, earnings retained in 
the business and genuine reserves set aside 
for contingencies. No distinction will be 
made between the share capital shown as 
such or shown as capital surplus or under 
similar descriptions. The “capital in- 
vested” represents thus the interest of the 
shareholder-owners of the business in the 
company’s substance and is roughly equiv- 
alent to the book value of the nef assets 
of the enterprise. 

Under “capital employed,” we under- 
stand the sum total of all assets employed 
at any one time in the business, in short, 
the left side of the company’s conven- 
tional balance sheet. We will exclude, 
though, from this total on the left side of 
the balance sheet for our purpose, assets 
which are either intangible, e.g., goodwill, 





“See Appendix A for recommended reading, 
page 132. 


or assets which are not used in earning the 
operating results of the enterprise, e.g., 
marketable securities not required in the 
business, investment in and advances to 
other enterprises, the earnings of which 
are not reflected in the profit and loss (in- 
come) statement of the enterprise (not 
consolidated subsidiaries and affiliated 
companies). 

Fixed assets are included in the total as- 
sets figure at their depreciated book value. 
It is suggested to follow the method used 
by Armstrong Cork Company in prefer- 
ence to the method introduced by the du 
Pont concern.1 The du Pont concern in- 
cludes in the capital employed fixed assets 
at their original cost, disregarding the ac- 
cumulated depreciation and/or depletion 
by relegating the accumulated deprecia- 
tion and/or depletion to the right side of 
the balance sheet. 

The discussion of the pros and cons of 
the two methods could easily make an- 
other interesting article, but we wish to 
confine ourselves to the statement that 
provision for depreciation is treated con- 
ventionally as an expense reducing the 
profits earned. If one does not reduce the 
costs of the assets by the accumulated pro- 
vision for depreciation, which had been 





The concept of ROI has 
many inherent possibilities 
beyond the measurement of 
past achievements 


treated as an expense in the income state- 
ments, one would expect the enterprise to 
continue earning a return on an item 
which has been expensed, i.e., absorbed 
in the costs of the products of the enter- 
prise. This does not seem a logical ap- 
proach. This consideration should not be 
confused by attempts to compensate for 
the changes in the purchasing power of 
the. monetary unit. The disregarding of 
the accumulated depreciation and/or de- 
pletion could only accidentally offset the 
changes brought about through the creep- 
ing inflation affecting our economy. 


MEASURING PROFITS 

It seems an accepted concept that dollar 
profits shown in an income statement or 
on a budget need to be related to some 
measuring device in order to have full 
significance. 

The most commonly encountered meas- 
uring stick for profits is their relation to 
sales. Statistics are available on a nation- 
wide scale for the profit percentage on 
sales in the United States and in Canada. 
In the United States, the National Indus- 
trial Conference Board publishes in its 
“Road Maps of Industry” series a tabu- 
lation of the leading manufacturing cor- 
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EXHIBIT 1 





COMPARATIVE OPERATING DATA FOR 1956 AND 1955 


SALES 
NET PROFIT 
in % of Sales 


INVESTMENT—Opening 
INVESTMENT—Closing 

RETURN ON INVESTMENT—Opening 
RETURN ON INVESTMENT—Closing 


CAPITAL EMPLOYED (Tangible)—Opening 
CAPITAL EMPLOYED (Tangible)—Closing 
CAPITAL EMPLOYED—Average 

RETURN ON CAPITAL EMPLOYED—Average 
RETURN ON CAPITAL EMPLOYED—Closing 


ACCOUNTS RECEIVABLE—Opening 
ACCOUNTS RECEIVABLE—Closing 
ACCOUNTS RECEIVABLE—Average 
TURNOVER 


INVENTORIES—Opening 
INVENTORIES—Closing 
INVENTORIES—Average 
MATERIAL IN COST OF SALES 
TURNOVER OF INVENTORIES 

(measured against material in cost of sales) 


BANK LIABILITIES—Opening 
BANK LIABILITIES—Closing 


FUNDED DEBT 
FIXED ASSETS 
Less—Accumulated Depreciation 


NET FIXED ASSETS 


WORKING CAPITAL 


% return on net assets by industry groups 
and for all manufacturing groups to- 
gether. In 1955, in the United States, the 
profits amounted to 6.7% on sales and 
14.9% on net assets. The latter figure 
should be identical with the return on in- 
vestment as defined in this article. The 
1956 figures were slightly lower: 6% on 
sales and 13.9% on net assets. 

A supplement to the July 1957 issue of 
Fortune lists gross assets of 500 leading 
companies besides profits and return on 
invested capital, permitting the computa- 
tion of return on capital employed. 

In Canada, the Canadian Manufacturers 
Association conducts an annual study of 
the distribution of the manufacturing in- 
dustries’ sales dollar. The 1956 results 
show that after taxes the average net 
profit on each sales dollar was 5.8¢, which 
seems slightly lower than that reported in 
the United States. No comprehensive 
study of the return on investment is avail- 
able, but the Financial Post, issue of May 
11, 1957, presented a tabulation of re- 
sults of manufacturing companies which 
permits the distillation of percentages for 
comparison and, therefore, for measuring. 


porations’ profits in % return on sales and 


in Thousands of Dollars 





Company A Company B Company C Company D 
1956 1955 1956 1955 1956 1955 1956 1955 
7,247 5,631 61,000 52,000 
447 237 1,168 534 2,755 2,575 612 Loss 
6.2 4.2 4.5 4.95 
1,820 1,593 4,510 4,290 22,670 21,415 2,979 3,38) 
2,257 1,820 5,348 4,510 23,938 22,670 3,594 2,979 
24.6 14.8 25.9 12.4 12.2 12. 20.5 Loss 
19.8 13. 21.8 11.8 11.5 11.35 T7. Loss 
2,492 2,054 11,272 8,476 28,540 26,468 13,353 12,300 
3,302 2,492 10,968 11,272 33,260 28,540 16,161 13,353 
2,897 2,273 11,120 9,874 30,900 27,505 14,757 12,825 
15.4 10.4 10.5 5.4 8.9 9:35 4.15 Loss 
13.5 95 10.6 4.75 8.3 9. 3.8 Loss 
1,083 595 4,646 3,290 8,993 8,308 3,918 3,504 
1,243 1,083 4,684 4,646 9,753 8,993 5,478 3,918 
1,163 839 4,664 3,968 9,068 8,650 4,698 3,711 
6.24 6.7 6.5 6. Loss 
835 873 3,926 2,814 11,650 8,550 5,727 5,730 
1,477 835 3,964 3,926 14,178 11,650 6,840 5,727 
1,156 854 3,944 3,360 12,913 10,100 6,282 5,728 
4,248 3,472 31,000 26,000 
37 4.06 24 2.6 
_ 59 4,246 2,098 460 — 4,179 2,826 
264 = 3,062 4,246 4,773 460 4,743 4,179 
es = mas a _ _ 3,930 4,080 
1,250 1,138 21,723 19,570 8,499 8,037 
695 608 12,580 11,858 5,490 5,592 
556 530 2,290 2,326 9,143 7,713 3,009 2,445 
1,727 1,318 3,640 2,984 14,898 14,990 4,056 3,774 
e . * e e e a es e - e es 7 e e e * e e e 7 . 


It is submitted that the profit percent- 
age on sales alone is an insufficient meas- 
uring stick for managerial performance 
although it should not be dismissed in 
evaluating the results of a company. The 
return on investment is of a high signifi- 
cance to the shareholder-owners of an en- 
terprise who are primarily interested in 
the over-all performance of the enterprise 
and its responsible management. 

It should be realized, though, that the 
measuring stick of return on capital in- 
vested is imperfect for two reasons: 


1. Capital invested is a book figure 
which is the result of our conventional 
profit determination and takes no cog- 
nizance of the change in the purchasing 
power of our monetary unit. 

2. The return is the published net 
profit after taxes without regard to the ac- 
counting procedure adopted and followed 
by the reporting company in respect to de- 
preciation, depletion, costing and the re- 
sulting tax policy. 


Nevertheless, the results within the 
same economic sphere, i.e., either in the 
United States or in Canada, seem broadly 
arrived at on a comparable basis or, in 
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other words, the weakness in the concepts 
used in arriving at the reported figures is 
generally consistent and therefore tolera- 
ble. If we admit that figures in financial 
statements are, at the best, close approxi- 
mations, we will refrain from attaching 
undue significance to relatively small vari- 
ations in comparative results. 

In determining return on investment, 
the risk factor should be taken into ac- 
count. This factor not only varies from 
industry to industry, but also is strongly 
influenced by the extent to which the en- 
terprise uses funds provided by outside 
sources, particularly in the form of long- 
term loans secured by mortgages. In com- 
paring simply rates of return on capital 
invested, this factor is not being taken 
into account. It should be realized that 
the shareholder in a company which uses 
extensively borrowed funds, takes a 
greater risk of losing his investment than 
one in a company which does not borrow 
extensively. It is obvious, though, that the 
latter company will, under otherwise the 
same conditions, produce a smaller return 
on invested capital than the one with ex- 
tensive borrowings. 

This risk factor does not affect the pic- 
ture if we use return on capital employed 
instead of the return on investment as our 
measuring stick, because under the return- 
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on-capital-employed method, the source 
of the assets used in the business becomes 
unimportant. 

A further consideration may contribute 
to a clarification of the earnings picture. 
As mentioned before, the investment on 
which the return is earned is a book fig- 
ure which does not represent the worth of 
the enterprise as expressed by the exten- 
sion of the number of the issued shares by 
the present market value. In many cases, 
it would make better sense to compare the 
earnings with the extended market value 
of the share capital than with the book net 
worth, a comparison which is often pro- 
vided for by the stockbrokers and invest- 
ment houses. It should be realized, 
though, that the extended market value is 
not more indicative of the actual capital 
value of an enterprise than the book net 
worth. The unstable nature of our basis 
for measurement should not be denied but 
taken into consideration where required. 


DECENTRALIZATION DEMANDS 
CLOSER PROFIT PLANNING 

The last decade, under the impetus of 
the war and post-war period develop- 
ments, showed, particularly in Canada, an 
accentuated and extremely rapid growth 
of many industrial enterprises which for- 
merly were privately owned and managed 
substantially by the owner-manager. As 
these enterprises grew diversified and 
branched out, they became more and more 
complex and required the delegation of 
decision-making to an ever-increasing de- 
gtee closer to the operating level. 

It is now generally accepted that dele- 
gation of authority, to be effective, must 
be accompanied by corresponding respon- 
sibility and vice versa. The more decision- 
making must be delegated, the more the 
need grows for measuring the perform- 
ance of the manager of the decentralized 
unit. 

The shareholders represented by the 
board of directors of the parent unit are 
primarily interested in the return on the 
investment in the total enterprise. The or- 
ganization with several divisions and/or 
subsidiaries does not always have a pro- 
portionate distribution of the total net 
worth among parent, subsidiary and as- 
sociate companies. In fact, the opposite is 
usually the case, because of historical de- 
velopments or because the financing of 
the operating units remained centralized 
in the hands of the treasurer of the parent 
company. The measuring stick of return 
on investment, which is practical and easy 
to apply for the total enterprise, fails, 
therefore, when applied to the net worth 
of a subsidiary or to a record-wise nonex- 
istent net worth of a division. In this case, 
the logical basis for measurement is cap- 
ital employed, which is comparatively easy 
to ascertain for every clearly defined unit 
(subsidiary, division, etc.). If a relation 
to capital investment is desirable, this in- 
vestment can be distributed over the di- 


visions and/or subsidiaries on the basis of 
the capital employed in the individual 
units as shown in Exhibit 4 (page 132). 

If this return picture remained substan- 
tially stable over a period of time, the 
conclusion could be drawn that an expan- 
sion of, say, Division B’s operations is 
more promising than investment in other 
divisions. The determination of return on 
capital employed can be carried further 
into subdivisions, product lines and even 
single products. 

The preparation for decentralized man- 
agement requires a complete allotment of 
all expenses, including those of top man- 
agement to the individual divisions. This 
allotment has to be based on a common 
denominator. The first choice which offers 


that the spreading of common expenses 
on a sales dollar basis leads to unsatisfac- 
tory results, because the sales dollar in one 
division may represent a much larger man- 
agement effort than the one in another 
line, particularly if one division manufac- 
tures, another is devoted to trading, and 
still another to service activities. 

The concept of return on capital em- 
ployed presents itself as a suitable alterna- 
tive. It seems obvious that the “capital in- 
vested” on the right side of the balance 
sheet has made possible the employment 
of the gross assets (the total of the left 
side of the balance sheet) with which the 
enterprise operates. It seems comparatively 
easy to determine what part of each item 
on the asset side of the balance sheet 


works in each individual division. In 
itself is sales. It has been found, though, (Continued on next page) 
EXHIBIT 2 (a) 
Division Project No. 
Department Date of Request 


CAPITAL EXPENDITURE REQUEST 


Description of Project: 


Reason for Request: 


A—Maintaining R.O.C.E. 
. Rebuilding and Replacement 
. General Plant Improvement 
. Safety, Health, Improved 
Working Conditions 


OOO 
wn— 


B—Improving R.O.C.E. 
. New Products O 
. Capacity Increase O 
. Cost Reduction Cc 
O 


. Quality Improvement 


haWwWN— 


Detail supporting information on attached sheet (following check list) 


Suggested Dates for Installation: 


ESTIMATED COST (for details see attached sheet): 


Capital Expense 
Start-up Cost $ less 


Total Expense (less tax) 


Efficient Productive Period ........ years 


% tax $ 


Start of Work 


Normal Operating 


(For details see attached estimate sheet) 


Period of Cost Recovery ........ years 
Average Added Profit (after taxes) $ per year 
(before start-up cost and depreciation provision) 
Department Head: . 2.6.00 isccccccseseccess Approved by the: Boards: «(6.6.05 <assceciaceseueses 
President 
Dimi HEE  Sccccld dan caiesipclaedswence Releces DeM 0 hrscticicewdivindvodeseens 
Tee Scetevedeute ceesavindes Recorded in Meeting —«s zw ww cc cccccccccovececees 
Appropriation No. 
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short, the capital employed of each divi- successful introduction and application. 
sion is usually readily ascertainable with a The concept has to be “sold” to the chief 
few minor changes in the chart of ac- executive. Carefully selected literature, 
counts. write-ups, lectures, where available, and 
the attendance of seminars, may prove ef- 
INTRODUCING THE CONCEPT fective sales tools. In establishing the 

: riba planning and control function in an en- 
_ Although it sounds trite, it needs repe- terprise, the main emphasis should be laid 
tition: The full-hearted acceptance of any on the educational effort. The time and 
measuring concept for managerial per- energy spent on explaining the concept, 
formance is the first prerequisite for its the tools for its implementation, in simple 


EXHIBIT 2 (b) 
ESTIMATE SHEET FOR CAPITAL EXPENDITURE REQUEST 
In Thousands of Dollars 
Project No. 


EEPP = Estimated Efficient Production Period 5 or more years [] 
Z years 


Average During EEPP 


Forecast A B 
for Present Proposed 
Current Facilities Facilities 


Year (if applicable) 











1. Sales Units 


Ld 
wn" 


Cost of Sales 
3. Material } 
4. Labor | See Cost Analysis 
5. Prime Cost | | Sheet | 
6. Prime Profit % % 
7. Direct Mfg. O/H SeniCast has 
8. Period Mfg. O/H = il wi 
(Ex. Prov. for Dep‘n) | 





| 
9. Provision for Dep‘n | 
10. Selling Expense | 
11. Admin. Expense | 
12. Profit Before Tax 
13. Tax @ % 
14. Profit After Tax 
15. Average Added Profit 
After Tax (148 — 14A) | 
16. Add Back Dep‘n Prov. 
(9B — 9A) | 
17. Average Annual Amount | 
Recovered (15 + 16) $ 
18. Period for Recovery of SS SS 
Cost | 





CAPITAL EMPLOYED | 

19. Cash 

20. Receivables 

21. Inventory | | 

22. Turn-Over Capital | | 
| 





(19 — 21) 
23. Fixed Assets (see 32) 
24. Average Total Capital 
Empl. (22 +- 23) | 
25. Return on Average | 
Cap. Empl. 14/24 | 
26. Return on Average | 
added Cap. Empl. | 
eee 28") | See Cost Analysis 
| 
| 
| 


27. Capital Expenditure Sheet III 


Requested 
28. Dep‘n Estimated (for 
yrs.) straight line 
29. Average for 5 yrs. (21) 
or less 
30. Net Average Cap. Empl. 
31. Less Net Average of | | 
| 
| 





Replaced Equip. 5 yrs. 
32. Difference Add to 23A 
to Arrive at 23B 











Justify any Estimated Increase in Sales (Production): 
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terms to everyone concerned in the or- 
ganization, will determine its success. Ey. 
ery member of the management team has 
to be included in the effort which only be. 
gins with the first reports produced on the 
adopted basis. In fact, the explanation 
must be a continuing effort. It is extreme} 
dangerous to operate a plan on the as. 
sumption that the method has been gener. 
ally accepted and that all the members of 
the team, once won over, will remain 
faithful year in and year out. 

“Notes on Capital Employed’? is 3 
sample introductory précis for distribution 
to all members of the management team 
as a basis for discussion. Letters from the 
chief executive to all division heads are 
helpful as an expression of his continuous 
support and are required if thinking is to 
be kept active in the direction of return 
on capital employed. 


FROM MEASURING TO BUDGETING 

Once the concept of return on capital 
employed is accepted as a measuring stick 
for managerial performance, it seems only 
logical to project the yardstick from re. 
porting actual results into planning future 
operations. This can be done either by 
building the budget from the return-on- 
capital-employed objective, or by checking 
the budget built on the sales forecast 
against such an objective and adjusting the 
budgets (sales, expenses, cash and capital 
expenditures) to the set return objective. 

The setting of the return objective will 
be influenced by the desire to improve the 
enterprise’s past performance, to match 
and exceed the competitors’ performance, 
to compare advantageously with the per- 
formance of one’s industry group, always 
taking the effect of changes in the gen- 
eral economic conditions of the country 
and/or industry into account. 

The return on capital employed can be 
calculated for every company which has a 
balance sheet and profit and loss account. 
The measuring stick is, therefore, readily 
available and simple to ascertain. This is 
not the case with the return on sales as, 
in Canada, it is not obligatory to report 
sales figures, and many public companies 
have, to date, avoided publishing these 
figures. 

It would be desirable for organizations 
like the American Management Associa- 
tion, the National Industrial Conference 
Board and the Canadian Manufacturers 
Association to undertake a survey and tab- 
ulation of the return on capital employed 
(gross assets) in relation to and comple- 
menting the surveys already made on the 
return on sales and return on capital in- 
vested. Until such a tabulation is availa- 
ble, the budgeter using this yardstick will 
have to prepare his own tabulations. A 
specimen of such a tabulation, with atbi- 


?See Appendix B, page 132. 
(Continued on page 112) 
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The Marchant calculator demonstration the girls wanted 


... to see for themselves how much easier a Marchant is to operate 


To their amazement, they’re finding out how quickly and 
quietly a Marchant delivers their figurework answers—and 
how easy this handsome calculator is to run. 

The girls are also learning that on a Marchant every number 
touched appears in one of three dials, not just the keyboard. 
They have continuous visible dial proof of all entries—and of 
all results. 

This accuracy control and simple, easy operation mean that 
anyone in any office—large or small —can turn out fast, accu- 
rate figurework. 


TAKE YOUR CUE FROM MRS. MARTENS— MAIL THIS COUPON TODAY 


x 
oan > ce ee eee cere me mee ee ee ee ee ee ee ee re ee ee ee ee ee ee eee ee ee ei eer er ww eS — 
ns > Fe 


MARCHANT CALCULATORS, INC. - OAKLAND 8, CALIFORNIA 


CALCULATORS. inc. 


OAKLAND 8, CALIFORNIA 


| 
I (J You may have the Marchant Man arrange to demonstrate 
| a Marchant calculator on our own figurework. Absolutely 
| no obligation on our part. 

! (0 Please send me free descriptive literature on Marchant 
I 





calculators. c-3 






High Speed 
Automatic 


Marchant Figurematic NAME 





PLEASE ATTACH COUPON TO YOUR COMPANY LETTERHEAD 








trarily changed figures, is shown in Ex- 
hibit 1, illustrating the items of compari- 
son of competitive companies. The table 
shows the numerous details which were 
not available for all companies in the 
private survey, although return on capital 
employed was ascertainable. 

It is a fact that even in concerns where 
_ measurement has become an estab- 
ished management tool, profit goals or 
specifically a desirable return on invest- 
ment and still less, on capital employed, 
are not predetermined by the et | 

We do not wish to imply that there are 
no indications of a minimum expected re- 
turn. Such indications can and will be 
found frequently in profit-sharing plans. 
These plans usually provide for the shar- 



















































Prime Profit Margin: 


helpful in judging volume estimates. 


concessions? 


V_ Effect on Existing Facilities: 


Original Cost $.......... 


VI Effect on Administration and Selling: 


Administration—Personnel 
—Forms 
Selling—Special Personnel 


—Special Advertising 


Depreciation Provision $.......... 





ing of profits in excess of a certain per- 
centage return on investment. If such a 
plan exists, it is a fair surmise that the 
shareholders represented by the board 
consider the basic return as the minimum 
acceptable from adequate management. It 
should be realized, though, that profit- 
sharing plans are not flexible but are 
fixed for rather extended periods, a rigid- 
ity caused particularly by tax regulations. 
We wiil, therefore, accept this predeter- 
mined goal only with reservations, taking 
into account the date of the last revision 
of the plan which contains the acceptable 
minimum return percentage or figure. 

Is budgeting from a profit objective 
analogous to putting the cart before the 
horse? 


EXHIBIT 2 (c) 


CHECK LIST FOR SUPPORTING INFORMATION 
FOR CAPITAL EXPENDITURE REQUEST 


1 Is expenditure necessary to maintain company’s competitive position? 


x—indicates that competitor operating equipment equivalent to suggested one 


Il Will new investment increase volume and profit in this line in the same ratio? 


Present os Slee Mileeee W Gis 2 oo Sa Sarat 
Additional ahha ae een 
Anticipated oa Moliame 16 ssi bint 


Il Is the additional expected volume due to unusually high demand of a temporary nature? 


How long is this increased demand expected to last? ............--..2eeee005 


Please support statement by historical sales rec- 
ords, related, if possible, to general index of 
activity, rate of acceptance growth, which are 


1V Is competition planning similar additions? Will the increased volume be saleable without price 


Does the planned capital expenditure obsolete existing facilities? 


What is the book value of the obsoleted facilities? 


Book Value $.......... 


If “Yes,” state number 


Will the additional facilities require increase in— 
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This question would have been justified 
in the horse and buggy days, but we need 
to lift our thinking from this bygone pe. 
riod. The bookkeeper on the high stoo| 
equipped with an eye shade severely limit. 
ing his outlook cannot be expected to fill 
satisfactorily the function of planning and 
control which becomes increasingly tec. 
ognized as the most important special. 
staff function for the co-ordination of al] 
the operations of an enterprise. In our 
age, it does not matter too much whether 
we drive our vehicles with a front or rear 
motor and it may be advantageous to ex- 
periment with building the budget from 
the basis of the planned return on the cap. 
ital to be employed. 

This becomes clearer when considering 
major capital expenditures which will af. 
fect and perhaps mould the income state. 
ments of future years of the enterprise, 
Forms for capital expenditure requests can 
be prepared containing all the informa. 
tion needed to compute the essential cal- 
culations for return on the capital em. 
ployed in proposed facilities, which will 
improve the return on capital employed 
~ the company.® These will be proposed 
or: 


1. New products ; 

2. Capacity expenditures for existing 
products ; 

3. Cost reduction; and 

4. Quality improvement. 


In addition to the return on capital em- 
ployed, the period required to recover the 
cost of the new project will naturally be 
taken into account. The Capital Expendi- 
ture Request forms ( Exhibit 2) are, of 
course, not original creations, but merely 
adaptations of published documents, 
mainly prepared from those used in the 
Armstrong Cork Company. Detailed in- 
structions would be needed for the com- 
pletion of these requests, but it will be 
found that, at least in the beginning, it 
will be the controller’s task to collect the 
necessary information and to make the ap- 
propriate computations in his own de- 
partment before submitting the proposal 
for approval to the officers and board of 
the company. It will take considerable 
time to gain experience with this approach 
and no doubt the forms will undergo sub- 
stantial change in the process, in accord- 
ance with the practical requirements which 
will be experienced. This is just a begin- 
ning, and, unless we are willing to ex- 
plore new avenues, our approach will re- 
main static and become stale. 

In determining the capital to be em- 
ployed, the budgeter will encounter cer- 
tain difficulties. The following discussion 
is not an attempt to present pat solutions, 


* Guides to the forms can be obtained from 
“Basing Capital Outlays on Return on Invest: 
ment” by Stephen T. Heinaman, Armstrong 
Cork Company, Lancaster, Pa., in the NACA 
Bulletin, April 1957, Section I, p. 992. 
(Continued on page 128) 
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People and the Controller 


George K. Bryant 


VERYONE has read many articles and 
E listened to many speakers on the sub- 
ject of organization development or man- 
agement development. All these papers 
and talks were undoubtedly prepared by 
staff people, responsible for administering 
such programs. It might be refreshing to 
review this subject from the viewpoint of 
an operating department rather than staff. 


RCA GENERAL ORGANIZATION 
STRUCTURE 

I would like to discuss with you how, 
in my job as operations manager of the 
RCA Victor Television Division, organ- 
ization development has helped in dis- 
charging operating responsibilities. In 
order for you better to visualize some of 
the things which will be discussed, per- 
haps a thumbnail sketch of our organiza- 
tional structure would help. 

The Radio Corporation of America is 
made up of 14 major operating units, 
plus a number of staff activities. The RCA 
Victor Television Division, along with 
the Record Division and the Radio and 
Victrola Division, all report to the execu- 
tive vice president responsible for con- 
sumer products. To give you an indica- 
tion of size and scope, we have in the 
Radio Corporation of America more than 
50 men classified as vice presidents, di- 
rectors, and presidents of subsidiaries. 

The importance our management placed 
on organization development is quite ob- 
vious when they, too, have a vice presi- 
dent whose responsibility includes all 
phases of personnel and organization de- 
velopment and who reports directly to the 
president of RCA. To round out this 
perspective, RCA employs better than 
80,000 people. 


A SPECIFIC DIVISION STRUCTURE 

Getting back, now, to the RCA Victor 
Television Division. It is made up of a 
home office and four manufacturing 
plants. It employs approximately 10,000 
people. For seven years I had been con- 


troller of this, as well as the Radio and 
Victrola Division when both were com- 
bined as one product department. As a 
result of continuous growth, the Televi- 
sion and Radio and Victrola were split 
and two distinct divisions emerged. This 
took place in the middle of 1954. 

I report to the vice president and gen- 
eral manager of the RCA Victor Televi- 
sion Division and we are held jointly 
responsible for the profit-and-loss state- 
ment and the balance sheet. Being in an 
Operating Department, it is also my re- 
sponsibility to help the division make a 
“buck” or two profit each year. 


ORGANIZATION DEVELOPMENT 
DEFINED 

Now, let’s talk about how organization 
development affects operations. We will 
not spend any time describing the me- 
chanics of this program since that is not 
the purpose of this paper. However, so 
that you will all understand what we at 
RCA mean by “organization develop- 
ment,” let me offer this brief explanation. 
Organization development is made up of 
two functions: “management develop- 
ment” and “organization planning.” 

Management development is the ap- 
praisal, development and placement of 








A practical program for 
developing managers to 
fill tomorrow's needs 


individuals in management positions and 
the systematic analysis and planning of 
manpower resources. 

Organization planning is the planning, 
analysis, maintenance and documentation 
of sound organization structure and rela- 
tionships. 

Included in the Television Division or- 
ganization is the Personnel Department, 
headed by the personnel manager, ‘who is 
directly responsible for the administra- 
tion and coordination of all organization 
development managers within the divi- 
sion. Similarly, the other major operating 
units of RCA, mentioned earlier, also 
have someone assigned to this task. In 
addition, there is an RCA staff organiza- 
tion development activity. However, and 
this should be emphasized, organization 
development is basically a responsibility 
of line management. 


HOW ABOUT YOUR ORGANIZATION 
DEVELOPMENT PROGRAM? 

Let me assure you that good organiza- 
tion and good management do not just 
happen! We are faced with many prob- 
lems and most of them are solved be- 
cause we have the right man in the right 
job at the right time. The remaining prob- 
lems scem to.solve themselves with time 











GEORGE K. BRYANT, a graduate of the University of 
Alabama, was for five years a sales engineer with the In- 
dianapolis Power and Light Company before he joined RCA 
Victor as a senior cost estimator in 1942. A series of pro- 
motions led to his appointment as controller in 1949. Now, 
as operations manager of the RCA Victor Television Divi- 
sion at Camden, N. J., he is responsible for the manufac- 
turing, quality control, sales, personnel. financial, engi- 
neering, purchasing, merchandising, product development, 
advertising and sales promotion departments of the division. 
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alone. Very often we recognize the weak 
“links” in our organization. Think, for 
just a minute. 

How well are you acquainted with the 
strengths and weaknesses of the people 
in your organization? 

Do you have the right man in the right 
job? 

Do your people have clearly defined 
areas of authority and responsibility? 

Have they had the opportunity to re- 
view a clear, understandable copy of their 
job descriptions? Do they know what the 
other man is supposed to do? 

When was the last time you reviewed 
your organization structure? 

Is there a better or move efficient plan 
of organization? 

Do you know what your manpower re- 
quirements will be a year from now? In 
two years? In five years? 

What are you doing to develop your 
subordinates? 

Are you making full use of the strengths 
of your people, and, equally important, 
what are you doing to improve their per- 
formance and strengthen their promota- 
bility? 

What happens when you have a va- 
cancy in your management ranks? 


At RCA, our organization development 
people help us to solve these problems. 
I will not attempt to “‘sell’” you on our 
organization development program. Many 
of the management periodicals, newspa- 
pers, magazines that come across your 
desk say something about organization 
development, management development, 
or executive development. There are a lot 
of good ideas on the subject. But we have 
a program that has worked! We've had 
it for over six years. I’m sold on it be- 











cause it helps the operating manager do 
those things already mentioned. Let me 
tell you how. 


HOW RCA DOES IT 

In 1955, RCA had its first billion-dol- 
lar year. By 1965, we hope to achieve two 
billion dollars in sales—according to our 
economic planning people. The Televi- 
sion Division expects to make a real 
healthy contribution to this! We fully 
recognize that people will be the key 
factor in determining the successful growth 
of our business and we are doing some- 
thing about it. 

How have we done this? 

In 1951, when we began our organiza- 
tion development program in earnest, we 
appraised 150 people. In 1956, we ap- 
praised over 5000 of our management 
personnel and we are constantly including 
more people in our management develop- 
ment program. In 1951, our organization 
development people helped us to prepare 
150 development programs. Today, every 
manager who is appraised has a develop- 
ment program in effect, specifically tai- 
lored for him to assist him in his over-all 
development. 

Ralph J. Cordiner, president of Gen- 
eral Electric, recently pointed out that by 
1965, General Electric would have to 
produce and sell twice its present volume 
with only 11% more people on its pay- 
roll. He indicated that decreased working 
hours were the reason for this and that 
General Electric would have to produce 
twice as much per payroll hour. He said 
“not customers, product, or money, but 
managers’ would be the key to General 
Electric's growth. He further added that 
developing more and better managers is 
the number one problem in any company. 

Knowing and recognizing our own 











“Since we’re one big family here, Mr. Bates, does a man in 
accounting have to ask your consent to marry me?” 
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growth pattern we developed a formal 
management development program. This 
program has divisional, as well as cor. 
porate, direction to insure uniformity, A 
formal program provides us with mote 
information on our management people 
than we ever had before. For us, this was 
quite an accomplishment. 


Rated Personnel on Tap 
Earlier, you were asked “What happens 
when you have a vacancy in your man. 
agement ranks?” Let me tell you what 
happens in our company. Today, we give 
this information to our organization de. 
velopment people, and they, in turn, sub- 
mit to us a listing of qualified candidates! 
Before you jump to the conclusion that a 
staff department selects our managers for 
us, let me explain—the qualified candi- 
dates mentioned are qualified because we, 
the line organization, rated them as such. 
These candidates have all been appraised 
by a line organization and rated as pro- 
motable material. Included in the list also 
are candidates from other line organiza. 
tions. The decision to accept or reject 
candidates is also left to the line organ- 
ization. This is important! I do not know 
how the system could work otherwise. 

If the candidate or candidates selected 
for interview are from within the divi- 
sion, the mechanics are handled internally. 
If the candidate is in a sister division, the 
organization development people make 
the contact and secure clearance to make 
the man available for interview. This is 
a necessary function and serves three pur- 
poses. First, it prevents internal pirating 
of labor between divisions. Secondly, it 
prevents internal bidding for selected 
talent by offering unreasonable salary 
increases. Finally, it affords neutral yet 
skilled assistance in determining if the 
job offered is in fact a legitimate promo 
tion or whether it is utilization in a simi- 
lar job. 

Let me cite some facts for you: 

In 1952, 60 management jobs were 
submitted to the organization develop 
ment people to be filled. For these 60 
jobs, the organization development peo- 
ple gave us 210 candidates and 35 of 
these jobs were filled as a result. In 1956, 
1,181 jobs were given to our organization 
development people, 3,531 candidates 
were considered and 899 of these jobs (or 
approximately 80%) were filled inter- 
nally. Of course, some of these people 
would have gotten the same jobs anyway, 
but a lot of them not only would mo 
have gotten the job, but wouldn’t even 
have been considered. Prior to the active 
establishment of our organization devel- 
opment program in 1951, one of the big: 
gest complaints from our management 
ranks was that we, as a company, wefe 
hiring porle from the outside when 
qualified people were available right un- 
der our very noses. That complaint no 
longer exists—this is one of the factors 
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that prompts me to say that we have a 
program that works! 


A Manpower Forecast 

Here is something specific and concrete 
to pinpoint: The fact that, at RCA, 
“people” will be our biggest problem, our 
biggest need, and our biggest asset. Our 
organization development function has 
submitted to me a manpower forecast 
which spells out our needs over the next 
five years for key management people. It 
tells in what functions this need exists. It 
goes further by telling how many man- 
agement people we will have to develop 
in each of these areas. 

We have quite a task before us. We 
are working on plans to develop these 
people ; this kind of development will not 
happen unless we take positive action and 
this, of course, will cost money. Remem- 
ber, I told you that our first objective was 
to make a profit. As controllers for your 
respective companies, you too share this 
burden, but, in analyzing P & L, deprecia- 
tion of assets, return on investment, pay- 
ables, receivables, remember that people 
will play the most important role in the 
continued successful growth of your com- 
panies as well as ours. 


SOURCES FOR FUTURE MANAGERS 

In discussing the subject of people and 
the controller there are some other tech- 
niques which augment the organization 
development program and help make 
available to RCA an adequate supply of 
future managers. One of these functions 
is college recruiting. This is a staff func- 
tion which receives the requests from the 
operating divisions. In the past, RCA 
representatives have visited more than 
100 colleges and universities throughout 
the country competing for college gradu- 
ates with other companies. Some of the 
schools visited, particularly engineering 
schools, have had as many as 600 com- 
panies recruiting at the campus. 

A review of statistics revealed that the 
demand for good accountants is second 
only to the demand for engineering and 
science graduates. As a company, we have 
hired approximately 300 college gradu- 
ates per year over the past ten years. In 
the past few months, as a result of sub- 
stantial cuts in government spending, as 
well as the governmental policy of “tight” 
money, many companies are diverting 
their efforts to fuller utilization of cur- 
rent employes with the result that there 
are more engineers available or at least 
‘looking’ than there have been in the 
past five to six years. These factors may 
result in less demand for the engineer 
which will probably mean that the demand 
for accountants will result in placing 
them on the priority level with engineers. 
The advent of the Russian “‘satellites”’ 
may change this however! 

In recruiting for accounting graduates, 
there appears to be on the part of the 
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SOCIAL SECURITY PAYMENTS 


For the first time in its history, Social Security payments 
for benefits in 1957 exceeded what had been collected in 
payroll taxes. Secretary Folsom reported the fund paid out 
$7.3 billion in benefits during 1957 and took in only $6.9 
billion in taxes. The fund, however, was saved from a defi- 
cit for the year by $555 million interest on its investments 
in U. S. Government securities. At the end of 1957, the 
fund’s assets totaled $22.5 billion, about the same as a 


year earlier. 


Social Security officials fear that the excess of spending 
may be repeated in 1958 and 1959, but they anticipate that 
the fund will be back in the black in 1960 when Social Se- 
curity taxes will be increased. In December 1957, more than 
rr million persons were drawing Social Security benefits, 
compared with 9.3 million at the start of the year. 


gtaduate a somewhat divergent job inter- 
est. It seems to be pretty well split that 
some prefer public accounting work while 
others would like to be associated with 
private industry. This, of course, places 
even greater restrictions upon the actual 
number of good accounting graduates 
available to industry. 

In reviewing our efforts in recruiting 
college graduates as specialized trainees 
for the over-all field of accounting, you 
may be interested in the following statis- 
tics: 

From 1948 through 1957, we hired 93 
accounting graduates, 61 of which are 
still with RCA. In order to present a more 
realistic picture of what has happened to 
some of these people, the last four years 
will be excluded because of the relative 
newness of these people to the organiza- 
tion. Therefore, of the 55 hired between 
1948 and 1952, 22, or nearly 50%, now 
hold responsible management positions. 
Of the 22 who hold responsible manage- 
ment positions, only 12 remain in ac- 
counting. The remainder, 10, have gone 
into sales, marketing, operations, manufac- 
turing, engineering administration, con- 
tract negotiations, etc. 

Thus, it can be seen that the opportu- 
nity for professionally trained accountants 
is, perhaps, unchallenged by any other 
field. The people with this type of back- 
ground who have come with us have 
proven that they have the abilities, po- 
tential and interest to progress, not only 
in their initially chosen field but into 
many other related and, in many cases, 
somewhat divergent fields of manage- 
ment. 


CROSS-GRADING OF EMPLOYES 


The cross-grading of employes is still 
another program used in RCA to develop 
better managers. Cross-fertilization in the 
development of key management is one 
of the most desirable approaches in pro- 
viding selected key personnel with that 
experience which identifies, promotes and 
utilizes the best in management man- 
power. 

In my opinion, the execution of a suc- 
cessful cross-grading program is ex- 
tremely difficult. However, let me give 
you two successful examples: 

We hold plant accountants meetings 
quarterly, rotating them among the four 
plants and the home office. In attendance 
are the four plant managers, the four 
plant accountants, and five first-level 
home office accounting managers. The 
plant personnel could not undesstand the 
reasons for many of the policies set forth 
by the home office and the home office 
managers could not always understand the 
reasons for many of the plant policies. 
The meetings always lasted three full 
days with several items on the agenda 
tabled for future consideration. 

Over a ten-year period of attrition, va- 
cancies occurred in many jobs. As the 
home office manager’s job became open, 
we would promote a plant accountant to 
fill the vacancy. We would then fill the 
plant accountant job with a second-level 
manager from the home office. As a re- 
sult, all our plant accountants have had 
prior home office training and most of 
our home office first-level accounting man- 
agers have had plant experience. 

(Continued on page 143) 
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The Impact of Computers 


on Multiple-Line Operations 


John B. DeNault 


Farmers Insurance Group is a “direct 
writer” in the casualty field. We write 
policies which include auto, truck, all 
types of fire, inland marine, personal lia- 
bility, and workmen's compensation. The 
policies are continuous with rebilling ev- 
ery six months for auto and truck and 
annually for the remainder. Actually, 
Farmers is a group of several separate or- 
ganizations but for simplicity it 1s referred 
to here as ‘the company.” In practice, the 
operations are interlinked so that for 
data-processing purposes the distinction 
is not important. 


ROM THE TIME of organization in 

1928, management of the Farmers In- 
surance Group has stressed a policy of 
continuous improvement of its data-proc- 
essing system. The company has used 
punched cards for over 25 years. As the 
early models of the IBM series 601, 602A 
and 607 appeared, they were incorporated 
into. the system. Efforts to streamline 
clerical routines have been carried on con- 
tinuously. The company has not hesitated 
to discard equipment when it was not 








In size, Farmers Insurance Group is 
eighth in the country in the auto insur- 
ance field with about 1.5 million policies 
in force and first in the truck field with 
over 300,000 policies. Other types of pol- 
icies total about another 500,000. There 
are 3,000 employes, the majority of whom 
work in eight regional offices. A punched 
card describing the policies is prepared 
and sent to the home office in Los An- 
geles. All premium billing, account and 
statistical reporting for the company and 
internal statistical analysis are performed 
at the home office. 


working adequately. Management has 
maintained an environment in which ex- 
periment and change in the data-process- 
ing system are accepted as normal operat- 
ing conditions. This attitude was of great 
importance when the electronic equip- 
ment appeared. Company employes re- 
garded this as merely another step in a 
continuing process. Neither the regular 
employes nor those assigned to work on 
the installation treated the prospect as 
startling or greatly unusual. 


JOHN B. DENAULT, controller of the Farmers Insurance 
Group, Los Angeles, California, graduated in 1941 from 
Stanford University. Apart from the Farmers affiliation, 
his experience includes three years with the United States 
Navy’s Bureau of Supplies and Accounts. Currently he is 
a member of the Board of Directors of General Controls 
Company, Alco Transportation Company and 20th Century 
Insurance Management Company. This paper was presented 
at the 1957 Annual National Conference of Controllers In- 
stitute of America at White Sulphur Springs, West Virginia. 
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A candid appraisal of EDP systems by 
an early user of electronic equipment 


MOVING INTO THE NEW FIELD 

All of us who worked closely with our 
machine accounting expected we would 
move into this new field. It, therefore, 
came as no surprise to me when in 1952 
I was named a member of our newly 
formed Electronics Committee. During 
the remainder of 1952 and early 1953, 
our efforts were directed toward working 
with the then leader and only supplier 
of large-scaled electronic data-processing 
machines. We were rather completely en- 
gineered and studied by the supplier. The 
conclusion of this study was that while 
the machine was practical and capable of 
giving us a little more speed on our op- 
erating reports, it would take ten years 
to write off the installation costs for: 


1. There would be only a slight savings 
in personnel and equipment within our 
machine-operating sections ; 

2. No personnel would be saved in 
other departments ; and 

3. The installation costs would run 
well over $1 million. 


During the latter part of 1953, we 
made a study of medium-sized data-proc- 
essing machines. Owing to our already 
highly mechanized system, we could pro- 
duce few savings. We, therefore, came to 
the conclusion that the only justification 
for a switch to electronic equipment would 
be through initiating savings in clerical 
sections then outside of our machine op- 
eration. In fairness to the manufacturers 
of comparable equipment, it should be 
realized that the free interchange of our 
already-in-use punched IBM card to tape 
and our familiarity with the IBM equip- 
ment had much to do with our final de- 
cision to use a 700 series IBM installation. 


WHAT WILL WE SAVE? 

To date, Tabulating Department pet- 
sonnel have been reduced by 38 to the 
present staff of 141 while an additional 
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reduction of 27 employes has been ac- 
complished within our Claims Depart- 
ment. This reduction in personnel produces 
an annual salary decrease of $276,000. 
Further annual cost reductions are being 
experienced : $168,000 from old-type me- 
chanical machines and $56,000 from 
reduced use of cards, office space and em- 
love benefits, or a total reduction of 
$500,000. But, to obtain this cost reduc- 
tion we must rent the 705 at a cost of 
$450,000 per year. Our real out-of-pocket 
operational savings then turn out to be 
$50,000 per year. These savings should 
increase as Our volume of insurance in 
force increases for we now have consider- 
able extra machine capacity which under 
our old system would only have been ob- 
tained through additional employes and 
machines. 

Actually to date we have no savings; 
for against these savings one must bal- 
ance the cost of two years of program- 
ming and the transitional period (which, 
in our case, only lasted six weeks) as 
well as the $84,000 cost of housing ‘“The 
Monster’’—in total these items ran al- 
most $200,000. Consequently, figuring 
our savings this way it will take four years 
for us to break even on our 705 installa- 
tion but considerably less as our utiliza- 
tion increases and the inflationary spiral 
raises the cost of wages. 


SUPPOSE WE DID NOT HAVE THE 705? 


The measurement of any savings de- 
pends to a large extent on the point of 
view of the persons doing the measuring. 
To look at this problem of savings from 
another angle, we have rather elaborately 
tried to calculate what our costs would 
have been this year if we had not ob- 
tained the 705. 

Our base salaries have been increasing 
over the years at the rate of 7.6% per 
annum; we, therefore, assume this would 
have continued during 1957. We know 
what the present schedule of IBM ma- 
chine rental is and the number of old- 
type machines which would be necessary 
to handle our present volume. We costed- 
out present claims clerical and policy serv- 
ice operations now transferred to the 705, 
using 1956 labor factors plus salary cost 
increases of 7.6%. The result was a sav- 
ings of $140,775, which we can attribute 
to the 705 operation. 

This $140,775, of course, is an overly 
optimistic savings figure for our business 
is not static. Had we not adopted the 705, 
we most assuredly would have adopted 
certain short cuts and better procedures, 
thereby effecting some savings from 1956. 
Then, too, this year we have gained a 
greater over-all efficiency from our em- 
ployes as manifested by an ever-increasing 
number of policies serviced per employe. 
This factor might reduce the 7.6% annual 
labor factor increase, but, there is one big 
question: Would we have had more over- 
all labor efficiency without the 705? 
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“I’m going to explain all this to you only once, so listen carefully . . 


THE TONING-UP PROCESS— 
A BY-PRODUCT 

This brings up an attribute of our 705 
which is worth commenting on. The ma- 
chine is relatively so expensive that one 
must schedule his accounting around it; 
One just cannot tie up a machine costing 
$1,500 a working day waiting for reports 
to come in from the regional offices. The 
company does not sanction overtime, 
hence this very expensive 705 has caused 
each of our nine operating regional of- 
fices to make its closing on schedule. This 
staying on schedule has toned up our 
whole operation, caused everyone to be 
system- and time-conscious, and resulted 
in actually reducing cost by cutting out 
procrastination. 

Frankly, our reports are not out any 
earlier than they formerly were supposed 
to be; the difference merely is we now 
must meet our dates for the machine is 
precisely scheduled as to its functions 
each day of the accounting period. The 
random access features allow us to 
broaden certain reports and give certain 
details which before it just was not eco- 
nomic to get through the use of sorters. 
Neither the speed nor added information 
gained would be worth any extra expense, 
in our opinion, and I would advise against 
any installation depending solely on these 
features. 


OUR CASE HISTORY 

Perhaps you would be interested in the 
history of our transition and a little more 
detail about what we do and hope to do. 
Programming was begun in 1954 by one 
man and expanded to four as the installa- 
tion date approached. By the time our 
IBM 705 components arrived in Septem- 
ber 1956, the installation had already 











been labeled ‘“The Monster.”” But a very 
delicate and temperamental monster it 
turned out to be. It lives in a carefully 
air-conditioned evenly humidified cave. 
Only a privileged few are permitted to 
care for and feed it. 

Strangely enough, because of our very 
complete mechanical IBM setup prior to 
conversion, we have had very few prob- 
lems as far as general accounting control 
is concerned. In fact, in some cases we 
now get more information more frequently 
than we did under our hard-pressed me- 
chanical system. This is particularly true 
of our summary material for premiums in 
force. 


Policy Procedure 

Under the old system, each tab policy 
record was: filed within groups by (1) 
anniversary month, (2) state code, (3) 
agency code, and (4) policy number. De- 
spite this tabulated setup, the updating 
of the policy-in-force card file was a man- 
ual operation which required a crew of 
13 clerks. It took 92 file cabinets to hold 
these cards. The delays in processing five 
million transactions per year meant we 
got information late and had to get some 
reports on alternate months which com- 
plicated our control. Our premiums in 
force are now kept on 80 reels of mag- 
netic tape. Identification has been reduced 
to two categories: State code and policy 
number. This means that the coded in- 
formation necessary to identify 7 
for purpose of change is greatly reduced. 


Validity Checks 
On the other hand, such limited identi- 
fication erases a number of check points 
formerly used. A transposition of a digit 
in a policy number could eliminate a 
(Continued on page 143) 
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I ASSUMPTIONS 













Financial Implications of Growth 





EXPANSION AND FINANCIAL REQUIREMENTS 


COMPANY A COMPANY B COMPANY C 


A. Net Profit After Taxes 5% 5% 5% 
B. Number of Days’ Sales in: 


1. Cash > 5 5 
2. Receivables 30 20 20 
3. Inventory 50 25 25 
4. Fixed assets 10 10 10 
5. Accounts payable 10 50 40 











II BALANCE SHEETS, Company A 
A. Balance Sheet, Co. A, 12/31/56, Sales $2,000 per day for 1956 








(in 000’s) 
Cash 10 Accounts Payable 20 
Receivables 60 
Inventory 100 Common Stock 150 
Fixed Assets 20 Retained Earnings 20 
Total $190 $190 
B. Balance Sheet, Co. A, 12/31/57, Sales $4,000 per day for 1957 
(in 000’s) 
Cash 20 Accounts Payable 40 
Receivables 120 Need to Borrow 98 
Inventory 200 Common Stock 150 
Fixed Assets 40 Retained Earnings 92* from C. 
$380 Total $380 
C. Calculation of Retained Earnings, Co. A, 12/31/57 
Annual Sales 4 & 360 = 1440 
Profit Rate 5% 
Profit Amount 72 
Retained Earnings 12/31/56 20 


Retained Earnings 12/31/57 92 

















J. FRED WESTON, professor of Finance at University of 
California at Los Angeles, received his Ph.D. at the Uni- 
versity of Chicago. He served in the finance department 
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to several large companies, associations and foundations; 
and been a member of two committees of the Social Science 
Research Council. He is author of “The Role of Mergers in 
the Growth of Large Firms” and numerous articles on prof- 
its, forecasting, investments and business financial policy. 
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Why more financing is needed : 


as growth continues with 
high profitability 






finance is financing growth. Yet the 


financial consequences of growth confuse § 


owners of businesses both large and small, 
time and time again. As a company’s sales 
expand, as growth takes place, somehow 
the firm expects its financing to be easier, 


With high profitability, the company ex. § 


pects no problem in financing growth. 
However, to its amazement and dismay, 
as growth continues with high profitabil. 
ity, the firm finds that it requires more 
financing. 

How and why this occurs can be illus. 
trated in the following examples which 
represent the composite experience of a 
large number of companies. 


ILLUSTRATIONS 

Three situations are illustrated. Com- 
panies A, B and C all have the same profit 
rates. All are assumed to expand at the 
same rate. Company A will experience a 
serious financing deficiency. Company B 
develops a large amount of excess funds 
which are put into U. S. Government 
bonds, and Company C generates a 
moderate excess of funds. 

Company A has five days’ sales in cash, 
30 days’ sales in receivables, 50 days’ sales 
in inventory and 10 days’ sales in fixed 
assets. It has 10 days’ sales in accounts 
payable. Thus, as Company A expands, its 
financing needs are large in connection 
with its internally generated financing 
sources. As a consequence, for every ex- 
pansion in sales, Company A will require 
a great deal of additional financing. 

Company B on the other hand has a 
longer period of time during which to 
pay for materials purchased and a short 
period of time during which its receivables 
are outstanding. As a consequence, as 
Company B expands its sales it generates 
sufficient financing, so that excess cash is 
developed rather than a deficiency. 

The situation of Company C is similar 
to that of Company B, except that the 
amount of cash generated by Company C 
is not so large as that of Company B. 


PRINCIPLES DERIVED 
FROM THE EXAMPLES 

It is clear that the important variables 
are number of days’ sales tied up in the 
asset items compared with the number of 
days’ financing provided from accounts 
payable, provision for federal income 
taxes as well as retained earnings. Thus, 
rising sales and comfortable profit margins 
do not necessarily mean that financing 
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becomes easy. In fact, as the company 
grows, financing is likely to become more 
acute and complex. 

The same kind of analysis can appro- 
priately be applied to divisions of an 
individual business firm. Thus, manage- 
ment will be able to analyze the financing 
that will be required as individual seg- 
ments or divisions of the firm expand. To 
this can be added an analysis of profit- 
ability of the operations to see whether a 

roduct, process or division earns as much 
with the additional financing that it re- 

uires as other projects competing for 
a funds. In this way, what has been 
traditionally referred to as the du Pont 
or General Motors system of profit 
management and control can be applied 
generally throughout individual business 
firms and segments of them. 

The realism of the examples cited above 
is underscored by reference to the tremen- 
dous financing programs undertaken by 
a large number of our major firms as they 
entered the growth period since 1950. 
Tables I and II indicate how two large 
firms financed their post World War II 
expansion. (See page 120.) 


.B.M. AND U.S.S. 


The International Business Machines 
Corporation financed growth in total as- 
sets of nearly $600 million during the 
period 1947-1956. Sales had increased by 
428 per cent giving rise to an increase in 
financing requirements by 318 per cent. 
The increased financial requirements were 
met from the following sources: Accounts 
payable and accruals increased by 436 per 
cent, provision for U. S. income taxes in- 
creased by 156 per cent, long-term debt 
increased 560 per cent, capital stock in- 
creased by 411 per cent, and earned sur- 
plus increased by 138 per cent. 

The sales of United States Steel Corpo- 
ration increased by 98 per cent in the 
postwar period. Long-term debt increased 
by double the per cent increase in accounts 
payable and accruals. Provision for in- 
come tax increased by 41 per cent, capital 
stock increased by 24 per cent. 

These examples make clear the relation- 
ship between expansion of sales and the 
need to finance working capital and 
facilities. What is true for these large 
firms is equally true for firms of all sizes. 
While the large firms have access to the 
capital markets, smaller firms may not 
have. Firms with limited financing sources 
are therefore likely to encounter financing 
problems as they expand. Therefore it is 
imperative that small as well as large 
firms develop personnel to do the job of 
planning. If financial planning is per- 
formed, financial requirements can be 
anticipated. Thus the firm will have time 
to make the necessary arrangements to 
obtain the kinds of financing required 
under the best terms and costs. 

(Continued on page 120) 





III BALANCE SHEETS, Company B 


A. Initial Balance Sheet, Co. B, 12/31/56, Sales $2,000 per day for 1956 
(in 000’s) 


Cash 10 
Receivables 40 
Inventory 50 
Fixed Assets 20 

Total $120 


Accounts Payable 


Common Stock 
Retained Earnings 


B. Balance Sheet, Co. B, 12/31/57, Sales $4,000 per day for 1957 
(in 000’s) 


Cash 20 
U. S. Bonds 52 
Receivables 80 
Inventory 100 
Fixed Assets 40 

$292 


Accounts Payable 


Common Stock 
Retained Earnings 


Total 


C. Calculation of Retained Earnings, Co. B, 12/31/57 





IV BALANCE SHEETS, Company C 


Annual Sales 4 & 360 = 


Profit Rate 


Profit Amount 


Retained Earnings 12/31/56 


Retained Earnings 12/31/57 


200 


10 
82* from C. 


$292 











A. Initial Balance Sheet, Co. C, 12/31/56, Sales $2,000 per day for 1956 
(in 000’s) 


Cash 10 
Receivables 40 
Inventory 50 
Fixed Assets 20 

Total $120 


B. Balance Sheet, Co. C, 12/31/57, Sales $4,000 per day for 1957 


Accounts Payable 
Notes Payable 
Common Stock 
Retained Earnings 


(in 000’s) 


Cash 20 
U. S. Bonds 12 
Receivables 80 
Inventory 100 
Fixed Assets 40 

$252 


Accounts Payable 


Common Stock 
Retained Earnings 


Total 


C. Calculation of Retained Earnings, Co. C, 12/31/57 
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Annual Sales 4 & 360 = 
Profit Rate 


Profit Amount 
Retained Earnings 12/31/56 


Retained Earnings 12/31/57 


80 
20 
10 
10 


$120 


160 


10 
82* from C. 


$252 


1440 
5% 

72 

10 


82 
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1.B.M. 
FINANCING GROWTH 
1947-1956 ($ Millions) 





























































Assets 
Cash 
Receivables, net 
Inventories 
Land 
Buildings, net 
Equipment, net 
Other assets 


Total Assets 


Liabilities and Capital 

Accounts payable and accruals 

U. S. income taxes, net 

Long-Term Debt: 
12-year 2%% debenture, due 1958 
18-year 256% debenture, due 1965 
20-year 3% promissory note, due 1968 
342% promissory note, due 1971 
3%% prom'ssory note, due 1974 
3%% promissory note, due 2052 
3%% promissory note, due 2055 


Total Long-Term Debt 


Reserves 
Capital stock 
Earned surplus 


Total Liabilities and Capital 


Sales 

Net income before taxes 
Net income after taxes 
Sales per day 


U. S. STEEL 
FINANCING GROWTH 
1947-1956 ($ Millions) 


Assets 
Cash 
Receivables, net 
Inventories 
Property, plant and equipment, net 
Other assets 


Total Assets 


Liabilities and Capital 
Accounts payable and accruals 
U. S. income taxes, net 
Long-Term Debt: 

Subsidiaries 
2.05’s to 2.65’s due 1964 


Total Long-Term Debt 


Reserves 
Capital stock 
Surplus, capital 
Surplus, earned 


Total Liabilities and Capital 


Sales 

Net income before taxes 
Net income after taxes 
Sales per day 








TABLE | 



































Increase Percent Number of day’s 
1956 increase sales in balance 
less 1956 over sheet items 
1956 1947 1947 1947 1956 1947 
68 22 46 209% 33.3 bf 
122 16 106 663% 60 41.5 
TS 13 22 169% 17.1 33.7 
12 5.9 
69 98* 404 412% 33.8 253.9 
421 206.3 
42 35 7 20% 20.6 90.7 
$769 184585 318% = 377A 
59 11 48 436% 28.9 38.5 
41 16 25 156% 20.09 41.5 
30 
20 20 
35 0 
50 0 
30 0 
115 0 
80 0 
330 50 280 560% 162 129.5 
7 10 —3 —30% 3.4 25.9 
189 37 152 411% 92.6 95.8 
143 60 83 138% 70 155.4 
$769 184 585 318% 377 476.7 
734 139 595 428% 360 360 
144 40 104 260% 70.6 103.6 
69 24 45 188% 33.8 62.2 
2.04 .386 


* No breakdown available for 1947 fixed assets. 


Increase Percent 





Number 
of day’s 


e sales in balance 


























1956 = increas 

less 1956 over sheet items 

1956 1947 1947 1947 1956 1947 
510 527 —17 —3% 44 89 
314 149 165 111% ar 25 
501 289 212 73% 43 50 
1,878 940 938 100% 161 159 
633 258 375 145% 54 44 

3836 2163 1,673 77% «3283 67_ 
467 235 232 99% 40 40 
255 181 74 41% 22 31 
17 77 —60 —78% 1S 13 
228 0 228 19.5 0 
245 77 168 218% 21 13 
105 158 —53 34% 9 27 
L255 1,014 241 24% 107 172 
— 39 —39 100% 7 
1,509 459 1,050 229% 129 78 

3.836 2,163 1,673 (77% 328 367_ 
4,199 247 2,082 98% 360 360 
822 284 538 189% 70 48 
348 127 221 174% 30 22 

4 PFs 9 
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TIMING THE ACQUISITION OF FUNDS 

The previous models and the actual 
financing descriptions of I.B.M. and USS, 
Steel show that as a firm’s sales increase, 
its working capital must grow. As sales 
expand, more cash, receivables and in. 
ventories are needed to facilitate the en- 
larged volume. 

If the sales increase is permanent or 
if, what is more likely, the growth is to 
continue, the need for additional working 
capital is a need for permanent financing, 
not temporary funds. For I.B.M. and 
U.S. Steel, the working capital increase 
was approximately 25 per cent of total 
financing needs. Y. -sat requires emphasis 
is that the amounts are large and the f.- 
nancing need is for permanent funds. 

Yet, in the 1955-56 business expansion 
many financial managers regarded the in- 
creased working capital needs as temporary 
needs and accordingly financed them with 
bank credit. Belatedly, it was recognized 
that these were permanent needs that re- 
quired long-term financing. However, 
when financial managers belatedly went 
to the capital markets for their financing, 
long-term interest rates had risen ap- 
proximately 50 per cent above the levels 
in 1955 when these needs were first felt. 

In defense it may be replied by some 
financial managers that they attempted 
temporary financing in anticipation of 
easier money conditions at a later period 
of time. However, with the resurgence of 
monetary policy as an instrument of na- 
tional economic control, firms must be 
alert to planning for growth. For some 20 
years the United States experienced an 
easy-money policy. With the return of 
alternating tight- and easy-money policy, 
financial managers have greater responsi- 
bility and more challenging tasks. The 
financial manager must effectively forecast 
the economic climate which will have the 
dominant influence on his firm’s sales. It 
is not sufficient for him to expect to 
finance expanded needs from easier money 
at a later period. The responsibility that 
is placed on him is for planning his 
future needs. He must obtain the funds 
from appropriate sources, recognizing that 
as sales rise to new plateaus, working 
capital needs will increase and represent 
needs for permanent capital. He must 
recognize that to attempt to carry this 
financing need with temporary funds, 
even for the duration of a tight-money 
period, is likely to run him into financial 
crises which will cause him to go to the 
capital markets at a time when costs of 
funds are at inordinately high levels. 

Thus, the combination of an economic 
environment in which there is secular 
long-term growth and in which there may 
be alternating periods of tight and easy 
money, requires that the financial manager 
not only anticipate his needs but acquire 
funds in a way that he is not forced to the 
capital markets at inopportune times. 
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CHECKS CREDIT RATINGS FASTER 


HATTIESBURG, MISS. 

The Credit Bureau of Hattiesburg gives the stores it serves 
faster service and cuts its own costs by photographing the 
customer ledger cards of key stores in a Recordak Reliant 
Microfilmer. (6,000 cards recorded in less than 1 hour.) 

With these film records ready for checking in a Recordak 
Film Reader, “rush” inquiries can be answered while customers 
shop. Sales clerk calls her credit manager, who phones Bureau 
—nothing could be faster. Another advantage: credit managers 
are spared thousands of phone inquiries from Bureau. 


CURES BILLING HEADACHE 
SIOUX CITY, IOWA 

Getting bills out to more than 5,000 customers is only half 
the job it used to be for Toller Drug Company, operators of 
four Toller Rexall drugstores in this city. 

Sales checks are photographed in high-speed Recordak 
Reliant Microfilmer and sent out to customer with bill, which 
lists only the sales check totals instead of |describing each 
purchase. This cuts costs 50%, increases accuracy, lets Toller 
handle greatly expanded volume in half the time formerly 
spent. And customers find it much easier to recall charges with 
sales checks in hand. 

Prescriptions are also microfilmed to increase protection, 
save space, and speed reference. 








Short cuts with Recordak Microfilming 


Latest reports on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 
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MAKES BORROWING EASIER 


SACRAMENTO, CALIF. 

Charging out more than 200,000 books per year is a . eiatively 
simple chore for the staff of Sacramento City Library’s two 
bookmobiles. A button on the Recordak Junior Microfilmer is 
pressed—and borrower is on his way. Library has picture of 
borrower’s card, book card and a date due card. 


This does away with tedious record-keeping . . . ends line- 
ups ... gets books back on shelves faster, too! Same system is 
used in Sacramento City Library’s 5 branches. Over-all savings 
in clerical work are estimated at 30%. 


See how companies like yours save 


Free booklet gives 
broader picture of uses 
in business and industry. 
Write for ‘Short Cuts 
that Save Millions,”’ or 
for more specific help 
have a Recordak Sys- 
tems Man call. No obli- 
gation whatsoever! 





SRECORORK  eiivinne 


(Subsidiary of Eastman Kodak Company) 
originator of modern microfilming— 
now in its 30th year 


eccceecceeesc ee MAIL COUPON TODAY .-- Ff 
RECORDAK CORPORATION 

415 Madison Avenue, New York 17, N. Y. i... 
© Send free copy of “Short Cuts that Save Millions.” 
O Have local Systems Man phone for appointment. V-3 





Name. Position 





Company 





Type of business ee Le ee igtcastiiaapiods 


Street 





City State 
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“New Horizons in Controllership’” is 
the somewhat unique name of the 1958 
Southern Conference of Controllers In- 
stitute of America scheduled for March 
20-22 at the Statler-Hilton Hotel, Dallas, 
Texas. Sponsored by the Dallas Control, 
the Conference will feature five topics 
having particular significance for business 
and economic development in the South 
and a “role-playing” session on control- 
lership. 

The Conference will open with regis- 
tration on Thursday, March 20, and the 
first group event scheduled for that eve- 
ning will be a reception and buffet in the 





Two-Day Program Set for Southern Conference 


executive dining room of the Republic 
National Bank. 

Featured at the opening technical ses- 
sion on March 21 will be Dr. Arthur A. 
Smith, a vice president of the First Na- 
tional Bank in Dallas and former head of 
the department of economics at Southern 
Methodist University. Dr. Smith will dis- 
cuss “The South—Its Economic Position 
in 1958 as Compared to 1968.” The sec- 
ond topic in that morning session, ‘“Un- 
stated Assets—People and Management 
Development,” will be a discussion of the 
“people” aspect of long-range program- 
ming with specific attention devoted to 








WN 


Where do You STAND 


on Data-Processing? 


1% 





Did you know that any company—large or 
small—can take advantage of modern data- 
processing methods to cut costs on clerical 


operations like these? 


STATISTICAL provides a service that combines 
automatic procedures with the latest comput- 
ing and tabulating equipment to give you all 


4 





« Sales Analysis 


Accounts 
Receivable 


General Accounting 


Production Planning 


Inventories 
Budgeting 


Market Research 
Tabulations 


the reports you need. You get them faster, 
more accurately and at lower cost—without investing in additional man- 


power and equipment. ‘ 


If you have a tabulating department, STATISTICAL can help you cut costs in 
handling your overloads, retrenchments, conversions and special assignments. 


Just phone or write our nearest office. 


STATISTICAL 
facilities now include the 
IBM 650 electronic com- 
puter which opens new 
avenues of cost control to 
management. 


CHICAGO, 53 W. Jackson, HArrison 7-4500 
ST. LOUIS, 411 N. Tenth St., MAin 1-7777 + 





STATISTICAL 


TABULATING CORPORATION 


Established 1933 - Michael R. Notaro, President 


TABULATING 
TEMPORARY OFFICE PERSONNEL 


* CALCULATING + TYPING 


NEW YORK, 80 Broad St., WHitehall 3-8383 


NEWARK, National Newark Bldg., MArket 3-7636 


CLEVELAND, 1375 Euclid Ave., SUperior 1-8101 > LOS ANGELES, 541 S. Spring St., MUtual 8201 
KANSAS CITY, 20 W. 9th St., GRand 1-3622 








executive development in terms of in. 
ventory, appraisal, selection and internal 
as well as external training. The speaker 
for this second session will be K. H, 
Shaffer, president, Standard Oil Company 
of Texas, Houston; Mr. Shaffer has an 
outstanding background for his subject. 

The Junior Ballroom of the Statler. 
Hilton will be the scene of an informal 
buffet luncheon at which those attending 
are given the opportunity to sit down 
and discuss, informally, common business 
problems and projects. 

Following the luncheon, Alex W. Rathe 
of New York University will discuss 
“Areas for Greater Coordination Between 
the Controller and the Industrial Engi- 
neer.” Mr. Rathe’s subject will concern 
itself with the fact that management is 
always interested in seeing that its ac- 
tivities are carried out according to a 
preconceived plan so that the company’s 
objectives will be realized in the best pos- 
sible way. It is his theory that good man- 
agement also requires that time be taken, 
after planning and executing the plan, to 
look back and see how well the operations 
conform to the expectations originally set 
forth. 

The fourth and last technical speaker 
on Friday will be J. F. Hayes of St. Bona- 
venture College who is also an industrial 
management consultant. Mr. Hayes will 
discuss “Scientific Management and Con- 
trollership” and will develop the thesis 
that while the controller has distinct cor- 
poration responsibilities, such as external 
reporting, his prime effectiveness is meas- 
ured in terms of service to the manage- 
ment group in such areas as internal con- 
trol reports. 

The opening session on Saturday, March 
25, will have as its speaker Fred F. Flor- 
ence, chairman of the Executive Commit- 
tee of the Republic National Bank of 
Dallas and a past president of the Amer- 
ican Bankers’ Association. Mr. Florence, 
who has picked for his topic “A Banker 
Looks Behind the Balance Sheet,” will 
show that the banker, in evaluating the 
security of his loan or other financial par- 
ticipation in a business, will look behind 
the balance sheet at the people whose ef- 
forts are reflected on the statement. 

The final technical session will be the 
newly popular “role-playing” in which 
two executives of Dresser Industries, H. P. 
Boncher, operating vice president, and 
J. C. Freeman, controller, will discuss a 
controller’s report to top management. 
The subject, entitled “Controllership and 
Effective Management Action,” will show 
how top executives analyze and discuss a 
controller’s report. 

On the lighter side of the program, the 
Dallas Control has arranged a ‘‘Western 
Party—Texas Style’ for Friday, March 
21, at the hotel. Informal clothes will be 
the order of the day for that party and 
the reception, dinner and dancing prom- 
ise fun for everyone. The Conference will 
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close with a luncheon on Saturday, March 
22, with a nationally known speaker, Ma- 
jor General Richard M. Montgomery. 
General Montgomery, who was formerly 
chief of staff of the Strategic Air Com- 
mand, is now deputy commander, Second 
Air Force, S.A.C., at Barksdale Air Force 
Base, Louisiana. General Montgomery's 
talk, on our air defense in the missile era, 
will be of great interest to both men and 
women. 

Arrangements for the ladies include a 
special luncheon at one of the famous 
Dallas country clubs. The ladies will also 
attend the Western Party on March 21 
and the final luncheon on March 22. 

Registration information requests should 
be addressed to Benjamin H. Adkisson, 
the Southeastern Drilling Corporation, 
901 Employers Insurance Building, Dallas, 
Texas. 


Records Control Seminar 


The 9th Annual Records Management 
Seminar sponsored by Record Controls, 
Inc. will be held for five days at the 
Palmer House in Chicago, March 10 
through March 14. 

Special guests will speak on topical 
subjects concerning file room systems and 
procedures, personnel, retention of old 
records and new equipment. Group dis- 
cussions organized by Record Controls’ 
staff will follow each lecture, enabling 
enrollees’ individual record problems to 
be analyzed as presented. A looseleaf 
binder containing much of the subject 
matter of the Seminar will be supplied to 
each enrollee to lighten his note-taking 
task. Field trips will be arranged in groups 
or individually as desired. 

Seminar sessions will run from 9 to 
4:30 Monday through Thursday, with 
luncheon served in an adjoining room. 
The Friday session will begin at 9 a.m. 
and conclude with the noon lunch. Ar- 
rangements have been made with the 
Palmer House to insure comfortable 
rooms for out-of-towners. For further in- 
formation, contact Record Controls, Inc. 
at 209 So. LaSalle St., Chicago 4, Illinois. 


Graduate Directory 


The Eighth Annual Edition of Delta 
Sigma Pi’s directory of graduates avail- 
able for employment during 1958 has 
been released. The 1958 directory con- 
tains a select group of college seniors 
majoring in business administration or re- 
lated fields. Because some employers have 
wished to interview juniors as well as 
seniors, the current directory includes the 
names of juniors who wish to advance 
their interviews before their senior year. 

Copies of the directory are available 
from J. D. Thomson, executive director 
of Delta Sigma Pi, 330 South Campus 
Avenue, Oxford, Ohio. (The fraternity 
is a professional college organization in 
the field of commerce and business ad- 
ministration. ) 
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WN iduetlon Conference 
APRIL 27-29 


the Annual Meeting of Members 

of Controllers Institute—April 28 

Share in the Breakfast Conferences—April 28-29 

the get-together Reception, Luncheons and gala 
Banquet on all three days—special events for the 
ladies, too. 


Attend 


Hear the discussions 


ON _ Justifying Capital Expenditures 
Planning for Profit at RCA | 
The Fine Art of Living 
Executive Development 
Executive Training and Compensation 
The Atomic Age 


BY top-flight executives from RCA, faculty members of 
Indiana University and others prominent in the field 
of business finance and the controllership function. 


FRENCH LICK SHERATON HOTEL 
FRENCH LICK - INDIANA 





Sponsored by the IJudianapolis Control of 


CONTROLLERS INSTITUTE OF AMERICA 

























































Announcing 
a digest ot 


PRODUCTIVITY 
ACCOUNTING 


by 
Hiram 5. Davis 


As a service to executives, desirous 
of keeping in touch with important 
business publications yet pressed for 
time, Controllership Foundation 
publishes a series of digests of im- 
portant business books. 


PRODUCTIVITY ACCOUNTING, 
published by the University of Penn- 
sylvania Press, presents a method for 
measuring the productivity of a busi- 
ness that is as useful in periods of 
rapidly changing prices as it is when 
prices are stable. An illustrative ap- 
plication of the method is given and 
the theoretical and practical difh- 
culties are considered. Five uses of 
the technique are then discussed: 


1. Over-all measure of the effi- 
ciency of a firm 


2. Analytical audit of past per- 


formance 

3. Budget control of current 
performance 

4. Common-price financial state- 
ments 


5. Measurement of initial distri- 
bution of the benefits flowing 
from gain (loss) in the firm’s 
productivity. 


Copies of the 50-page digest 
available at $1.00 each from 


CONTROLLERSHIP 
FOUNDATION, INC. 


Research Arm of Controllers Institute 


Two Park Avenue 
New York 16, N. Y. 


Orders from nonmembers outside 
Continental U.S. and Canada 
must be accompanied by remittance 


















When People Profit 


The current campaign for “profit-shar- 
ing’’ is actually “profit-squeezing” and the 
“principal victims would be its intended 
beneficiaries—the employes of American 
business,” Roger M. Blough, chairman of 
the board of United States Steel Corpora- 
tion, declared in a speech to the Automo- 
tive Parts Manufacturers Association. 

Mr. Blough said that although “decked 
out in a new bib and tucker’’ the purpose 
of those proposing the program is to 
“share the life right out of employer's 
profits—the fellow who is supposed to 
provide the jobs.” 

Of “three great propaganda campaigns 
converging headlong on Detroit,” he said, 
the one against profits “could well be the 
most disastrous for us all—for employes 
and employers alike.” 

The two others are: A campaign from 
Iron Curtain sources to undermine Amer- 
ica’s faith in its way of life and “‘in the 
domestic field” a cure for the slump 
which would call for ‘‘a few more shots 
of the hair-of-the-inflationary-dog-that-bit- 
you. 

“Not the least of these, of course, is 
the oft-tried-and-found-wanting scheme of 
increasing purchasing power by merely in- 
creasing wage costs.” He said, if we take 
a part of or all profits and “put them into 
the pay envelopes of our own employe 
people, we can only do so by withholding 
them from other consumer people” and in 
the process “consumer purchasing power 
as a whole will not have been increased by 
so much as a thin dime’s worth. 

“The fact that the present slump in 
business activity began at a time when 
consumer purchasing power had reached 
the highest levels in history does not 





dampen for a moment the ardor with 
which the proponents of this quaint 
theory are urging their formula upon 
you,” he added. 

‘Nor are these enthusiastic ‘sharers’ dis- 
couraged by the fact that profits have al- 
ready been squeezed considerably. For 
seven successive years corporate profits as 
a whole have fallen below the 1950 level; 
and—as a share of the national income 
—they have shrunk by more than one- 
third during that interval,” he said. 

One of the most remarkable things 
about the campaign, Mr. Blough said, was 
that it is “being innocently supported by 
large numbers of well-meaning people 
who sincerely want the United States to 
prosper and to be strong; and who yet 
seem to think that somehow this can be 
brought about by eroding the one thing 
our economy must have to live on and to 
grow on: a working profit.” 

He said that usually people picture 
profits as “something that goes into the 
company’s pocket as though a company 
were an actual person who might go out 
and squander these profits.” He pointed 
out that of U. S. Steel’s profit of 9Y4 cents 
on each sales dollar last year, “every 
penny of it came from people; and every 
penny of it went back to people. From 
people to people in one operation.” 

In the course of its travels, he said ‘‘that 
profit made possible the production of 
millions of tons of quality steel and other 
products that the American public wanted, 
needed, and used. Thus it added enor- 
mously to the material wealth of the na- 
tion as a whole. It was in truth a ‘working 
profit’ working for the welfare of every- 
one. 





Shown at a recent meeting of the Board of Directors of Controllers Institute 
of America are Harold A. Ketchum, president of Controllership Fcundation, 
and James L. Peirce, president of Controllers Institute. 

At this meeting the report of the Second Joint Committee on Long-Range 
Research Objectives was presented to the Board. Before he took office as 
president Mr. Peirce served as chairman of this Committee which analyzed 
the position of controllership research and made certain recommendations 
that would make the research of more value to controllers and other corporate 
officers. The report was approved by both the Institute’s Board of Directors 


and the Foundation’s Board of Trustees. 
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Accounting Machine. 


SIMPLE OPERATION of these Nationals speeds work and improves employee morale. 


INCREASED ACCURACY and more efficient accounting are valuable features of this National 


“Our Wattonal System 
saves us °10,680 a year... 


pays for itself ever y 14 months ! — Motive Mfg. Co.., Inc. 


“Business expansion creates ac- 
counting problems, but we were able 
to solve ours with the installation of 
a National System,” writes John J. 
Sinder, Controller of the Electro 
Motive Mfg. Co., Inc. “The replace- 
ment of costly manual bookkeeping 
with automatic Nationals has re- 
sulted in fewer errors and misun- 
derstandings, thereby increasing 
savings for us! 

“We use Nationals primarily for 
Payroll accounting. These machines 
are responsible for substantial reduc- 
tions in bookkeeping costs and sup- 
ply us with a clear financial picture 


of our operation. The National Sys- 
tem was easy to introduce to our 
employees, and we feel that its ease 
of operation was a prime factor in 
maintaining good employee morale. 

“In terms of overall savings and 
control, our National System saves 
us $10,680 a year, pays for itself 
every 14 months.” 


eff natn 
Controller of the 
Electro Motive Mfg. Co., Inc. 


THE NATIONAL CASH REGISTER COMPANY, Dayton 9, Ohio 


989 OFFICES IN 94 COUNTRIES 

















JOHN J. SINDER, Controller of the Electro Motive 
Mfg. Co., Inc. 


Willimantic, Connecticut 


Your company, too, can benefit from 
the time- and money-saving features of 
a National System. Nationals pay for 
themselves quickly through savings, 
then continue to return a regular profit 
to you. For complete information, call 
your nearby National representative 
today. You'll find him listed in 
the yellow pages of your 
phone book. 





*TRADE MARK REG. U.S. PAT. OFF. 


ACCOUNTING MACHINES. 
ADDING MACHINES + CASH REGISTERS — 
wer paper (No Carson Required) 





























*‘Soften-up”’ your 
HARD-TO-COLLECT ACCOUNTS 


with the tested—successful 


«» QUICK-ACTION © 


“COLLECTION CHECKS” 


( TRIPLE-STRENGTH PLAN 


Personalized For Your Business 


For a little as 2c per customer, this 
new 1-2-3 Quick-Action Collection 
Check Plan collects past-due bal- 
ances quicker than anything you’ve 
ever tried. It’s a novel approach 
that gets results. Write for details. 








Write For Free Samples 
MANUFACTURED AND SOLD EXCLUSIVELY BY 


U.S. TAG & TICKET CO. 
Designers of ‘‘What’s New”’ in Business Forms 
Dept. CM —2217-21 ROBB ST., Baltimore 18, Md. 














































Reduce COSTS 


through accounting 
controls and ideas 


in marketing, labor, factory expenses, 
inventory, returned goods, sales- 
men’s costs, sales mixture, office 
management, fuller use of plant and 
machines. 


PROFIT 


ANALYSIS 





AND 
SUPPLEMENT 


by 
Frederick M. Eisner, C.P.A. 


A new, complete and thoroughly tested system 
of Distribution Cost Accounting illustrated and 
explained. Discover which products are profit- 
able, which are not. Do selling prices cover 
only such costs and services which apply to 
particular classes of customers? 





PROFIT ANALYSIS, 364 pages ................ $10.00 
SUPPLEMENT, 190 pages ................ccceceeee 5.00 
SPECIAL COMBINATION OFFER — 

Both books postpaid ......................... $12.50 





10 Day-Money-Back Guarantee 


CHARLES M. EISNER 


Dept. C~70 Linda Ave., White Plains, N. Y. 
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MAJOR TENDENCIES IN BUSINESS FINANCE* 


This study recently released by the 
National Association of Manufacturers 
states that there should be a drastically re- 
vised appraisal of the soundness of recent 
business financial operations. The intro- 
duction to the study states that incomplete 
statistical analyses have created an exag- 
gerated idea as to the extent of business 
expansion and a false idea as to the man- 
ner in which it has been financed. The 
shortage of venture capital has had serious 
effects on the health of the economy, but 
inflation has suppressed the symptoms of 
the disease. 

The conclusions of the NAM study are 
summarized briefly as follows: 

1. It is true that business has invested 
many billions of dollars annually, since 
1945, in new plant and equipment but, a 
large and increasing proportion of this in- 
vestment has been required to replace the 
capital values currently used up. This pro- 
portion has increased from about two- 
thirds in the immediate postwar years to 
about nine-tenths in the past four years. 
Recently, only about one-tenth of business 
expenditures for fixed assets represents 
net expansion. This has not been gener- 
ally understood, partly because one of the 
effects of long-term inflation is that al- 
lowances made for depreciation in busi- 
ness accounts are less than the actual cost 
of replacing capital consumed. 

2. While the increase in the book value 
of business inventory has been at a rate of 
greater than $10 billion annually in cer- 
tain years and has averaged $5.5 billion 
annually since 1945, nearly half of this 
increase represents the additional cost of 
carrying the same physical volume of in- 
ventory at a higher price level. Only half 
represents a genuine increment to stocks 
of goods held by business. 

3. It is true that the retained profits of 
corporations have averaged about $9 bil- 
lion a year since 1945 but more than 
three-quarters of this reported amount has 
been needed simply to maintain the tangi- 
ble assets of the corporations since, as a 
result of the rising price level, adequate 
provision for such maintenance is not 





* Published by the National Association of 
Manufacturers, Two East 48th Street, New 
York 17, N. Y. $1.00. 


charged in current costs. Only about $2 
billion annually have been available from 
this source for the net expansion of corpo- 
rate assets. 

4. The small surplus of undistributed 
profits has been maae possible only at the 
expense of a reasonable level of dividends 
and if dividends were increased so as to 
ke the same percentage of national income 
as in the 1930's, the surplus of profits 
available for net expansion would be 
wholly wiped out. 

5. The new capital supplied by stock 
issues has averaged only $2 billion annu- 
ally in the postwar period. 

6. The book increase in owners’ equi- 
ties in unincorporated business has ayv- 
eraged only a billion dollars annually 
since 1945 which is considerably less than 
the amount needed to make up for the 
failure of charges to current cost to pro- 
vide fully for the maintenance of assets. 

7. Although business accumulated large 
amounts of liquid assets during the war 
years, on balance these assets have not 
been drawn on, to any substantial extent, 
as a source of funds in the years since 
1945. Apparently, business has considered 
it necessary to maintain a substantial de- 
gree of liquidity. 

8. The chief source of funds for ex- 
pansion in the postwar period has been 
borrowing and corporate debt has in- 
creased from $85 billion at the end of 
1945 to $208 billion at the end of 1956. 

9. One of the effects of inflation has 
been to reduce progressively the real bur- 
den of the outstanding business indebted- 
ness. Business has borrowed large sums 
each year, but at the same time the process 
of inflation has reduced the relative bur- 
den of the already existing debt. The net 
effect has been to make the cumulation of 
indebtedness tolerable. This has occurred 
at the expense of the creditors of business. 

For the most part, the factual material 
of the NAM study, and the conclusions 
based on it, are limited to the years 1946- 
1956 inclusive. This is because not all the 
data needed for the completed analyses 
are available for earlier years. Whenever 
comparable data can be obtained for years 
prior to 1946, however, they are included 
in the tabulations. 
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CCH Reports on Such Tax Topics as: 








Timely Reporting 


on Every Tax 


4 


Effectively, Continuingly — 


Income Payroll 

Gift Stamp 

Estate Transportation 

Dues Property 

Capital Gains Chain Store 

Excise Withholding 

Sales Gasoline 

Severance inheritance 

Liquor Legacy 

Wages License 

Use Death 

Franchise Poll 

Bank Stock Transfers 

Bonds Gross Receipts 
Tobacco Communications 
| - Occupancy Fuel 
| ' Import Oils 








39 Wars 
10 SAVE 
wucome TAXES 







NEW YORK 36 
522 FirTH Ave 





\ | Send for Your FREE Tax Book ! 


Use this handy coupon to request your 


Save Income Taxes.” 





situations and transactions. 





ERCE. CLEARING, HOUSE,. INC.. 
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PUBLISHERS of TOPICAL LAW REPORTS 
WASHINGTON 4 

425 13TH STREET. N. W. 


CHICAGO 30 ) 
4025 W. PETERSON AVE. 


\ 
1 
| 

A home | 

, for Every Need! _, 


complimentary copy of “39 Ways to 
Practical, easy 
to understand, it lays out tax-saving 
methods to be used in everyday tax 


NAAAAAAAAANAAARAAAAN ST SRR 


No matter what the tax, no matter who the tax- 


payer, you will find what you want thoroughly 
covered in one or more of the great tax family 
of CCH TOPICAL LAW REPORTS. 


New tax laws, amendments, regulations, rulings, 


stream. 


decisions, and the like, pour into the editorial offices 
of Commerce Clearing House in a never-ending 


CCH Tax Editors transform this important, needed 
tax information into efficient working tools and 
rush it to subscribers all over the country in 
pertinent issues of CCH Tax Reports. 


That’s why we say: “Whatever the tax, CCH reports 
on it ... fully, accurately, helpfully, quickly.” 


Succession 
Unemployment Insurance 
Old-Age Benefits 
Admissions 

Personal Holding Companies 
Motor Carriers 

Motor Vehicle 

Mortgage Recording 
Financial 

Utilities 

Regulatory License 
Disability Benefits 
Amusement 

Investment Companies 
Accumulated Earnings 
Social Security 
Insurance Companies 


Name & Title 


Save Income Taxes.” 
CCH's swift, dependable reporting on tax topics indicated 


[_] Federal Income Taxes 
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[_] Federal Excise Taxes 
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Corporations 
Occupational License 
Capital Stock 
Individuals 

Capital Changes 
Retailers’ Excise 
Intangibles 

Safe Deposit Boxes - 
Initial Corporate Fees 
Bowling Alleys 

Slot Machines 

Stock Sales 
Occupational . : 
Manufacturers’ Excise 
Self-Employment 


... plus full-scale coverage of 
Canadian taxes, tex treaties, 
and all the rest. 


| Commerce Clearing House, Inc. 
4025 W. Peterson Ave., Chicago 30, Illinois 


Send us our complimentary copy of “39 Ways to 
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— no obligation, of course: 
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[_] Social Security Taxes 
[] Canadian Taxes 
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(Continued from page 112) 


but rather a listing of debatable points 
with a suggested approach, proven in 
practice. 


CASH 

The procurement of capital for the op- 
erating divisions is, in many enterprises, a 
function which remains centralized. This 
permits the intercompany compensation 
of peaks and valleys in the various divi- 
sions and the temporary investment of 
excess funds. The individual division 
would not be authorized and would of- 
ten not be in the position of raising tem- 
porary loans in order to meet emergen- 
cies. Unless operating cash and bank ac- 
counts for each division are established 
by the treasurer, which may be costly and 
impractical, the cash amount for which 
each individual division will be held re- 
sponsible will be computed on the basis 
of the monthly needs of the division for 
cash payments, particularly the payroll to 
be met. In Armstrong Cork Company, a 
percentage of the cost of sales is being 
used. Corporations which operate on the 
basis of a flexible overdraft with their 
bank do not concern themselves with cash 
as part of the capital employed because 
no cash account will appear in their bal- 
ance sheets (apart from petty cash funds 
which are not substantial). 


| Record Controls, Inc. will simplify your 
| filing systems 
and Routines, 
establish Cen- 
tralixzed Con- 
INC trols to elimi- 

nate dupli- 

cates and cut 


down Misfiles. 


RECORD CONTROLS, INC. 


CHICAGO 
NEW YORK 


209 S La Salle Street 
60 Fost 42nd Street 








Try Budgeting for Return on Capital Employed 


AVERAGE OR PEAK 

In this connection, the question may 
arise whether the individual division 
should account for the average capital em- 
ployed or should be held responsible for 
the peak capital employed, as this peak 
has to be procured by the treasurer. The 
answer to this question may again depend 
on the method of financing of the cor- 
poration. A corporation operating on a 
flexible overdraft could use the average 
capital employed regardless of peaks; a 
corporation operating with a bank loan 
requiring a certain deposit to be main- 
tained on its current account, will allot 
the responsibility for part of this balance 
to each profit center. 

The use of cyclic payment of accounts 
payable, the monthly instead of weekly or 
half-monthly payment of salaries, the dis- 
count policy and similar factors may have 
a substantial influence on the peak capital 
employed. 

It seems obvious that the payment cycle 
for accounts payable should conform to 
the experienced cycle of collections of 
accounts receivable. The discount policy 
should be determined by the cost of the 
most expensive borrowings of the cor- 
poration. In all these cases, proper plan- 
ning, combined with flexibility in adjust- 
ing to changes in conditions from time to 
time, will pay dividends. 

The return has to be measured against 
a defined capital employed. It seems log- 
ical to hold the responsibility to the open- 
ing capital for the accounting period as it 
may not be reasonable to expect to earn 
a return on earnings the disposition of 
which has not been determined and which 
may be flexible. For comparison purposes 
only opening and closing figures are avail- 
able from competitors. It is suggested, 
therefore, to standardize on the opening 
capital employed, but to set limits for 
temporary short-term peaks in excess of 
the opening capital with the proviso that 
excess funds required during the period 








At The Center of 
Integrated 
Data Processing 


delivery. 


Carbon-interleaved, Continuous, 
Tabulating Business Forms... 
To Fit Your Requirements 

Our systems engineers will be glad to assist 
in the design of your custom forms... 


Stock tab forms available for prompt 


CALL or WRITE TODAY! 


THE SNAPOUT FORMS CO., Chardon, Ohio 
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would be added to the responsible capital 
employed. This should only be done if the 
additional funds are substantial and/or 
used over a significant period of time 
which could be ascertained from scan. 
ning increases in borrowings or other 
sources of the funds used. 


ACCOUNTS RECEIVABLE 

The turnover of this portion of the cap. 
ital employed does not depend entirely 
on the efficiency of the credit and collec. 
tion department. In many cases, the sales 
department will be inclined to offer or 
concede extended terms of payment in 
lieu of, or sometimes even in addition to, 
price concessions under competitive con- 
ditions. Discounts which are improperly 
called “‘cash discounts” fall into the same 
category of concessions. There is no ob- 
jection on principle against these devices 
as long as their effect on the return is 
ascertained and brought to the attention 
of the responsible officers, i.e., the divi- 
sion manager with profit responsibility. 
Although a simple truism, it is often over- 
looked that extending terms from 30 days 
to 60 days requires a doubling of the ac- 
counts receivable total for the same sales 
volume. The granting of terms “2% ten 
days, net thirty days” is equivalent to 
paying 36% interest per annum. These 
cold facts warrant attention of manage- 
ment. 


INVENTORY 

The determination of economic lot 
sizes for purchasing and production is in 
the stage of developing into a science by 
the application of operations research and 
the use of computers. These tools are not 
yet readily available for medium- and 
small-sized enterprises, but their prob- 
lems of inventory management are of the 
same importance as those of giant cor- 
porations. The segregation of the capital 
employed into inventories and its control 
deserves, therefore, proper attention. The 
change in procurement time and its ef- 
fect on the inventory required to secure 
uninterrupted production and service to 
the customer should be promptly realized 
and/or anticipated by the planner. It may 
be more advantageous, for instance, to 
buy certain items from a steel warehouse 
than from the mill, although 20% to 
25% more expensive, if this permits op- 
erations without the freezing of capital 
in a substantial inventory which would 
be required with a two-months lead time 
from the mill; provided the capital thus 
freed can be put to some more advan- 
tageous use. 


FIXED ASSETS 


This is the most difficult item in capital 
employed, because of the inequalities 
(Continued on page 130) 
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Here’s the efficient way to reimburse your 


salesmen under the [Traveletter System 








8:31 A.M. Friday — Salesman 
completes his expense report 





8:45 A.M. — Salesman cashes 
Travelorder for week's expenses 
and returns expense report to 
home office 





8:48 A.M. — He’s off to make his 
sales calls 





The Traveletter System for reimbursing trav- 
elers is that simple. Each week the holder of 
a Traveletter authorization writes a Travel- 
order {draft} for his actual expenses — not to 
exceed Ais authorized limit. He may cash his 
Travelorder through his normal channels, or 
when he travels, at any hotel or motel. He then 
returns his expense report to the home office 
in the manner prescribed by his company. 
Thus the traveler is immediately reimbursed 
in cash and the home office is relieved of the 
necessity of making cash advances, writing ex- 
pense checks and rushing approval of expense 
reports. 

The Traveletter System is used by companies 
employing from 1 to 1500 travelers, including 
United Aircraft Corporation, American Cyan- 
amid Co., Western Electric Co. and many 
others. 





1. Substantially increases the, control of 
travelers’ expenses 


nN 


. Materially reduces the cost of reim- 
bursement procedure 


. Increases cash reserve 


. Simplifies bank relations 


WM bd Ww 


. Aids the Sales Department 


6. Traveletter is a fixed cost 


(Our rates are the same as in 1941) 











Traveletter 


The Modern System for handling 
Travel Expenses . . . Since 1894 


DESCRIPTIVE BROCHURE ON REQUEST 


TRAVELETTER CORPORATION e@ GREENWICH 2, CONNECTICUT 
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which the diminishing purchasing power 
of the dollar causes in comparing the 
book value of this item in one division 
with that of another division. As long as 
financial accounting is firmly wedded to 
the concept of the stability of the cur- 
rency which has become a fiction, it is 
difficult to divorce oneself from this con- 
cept in determining capital employed. 
This is a serious challenge to the con- 
troller and industrial accountant, and we 
may hope that this challenge will be met 
in the not too distant future. In the mean- 
time, we may realize that for the com- 
parison of divisions of one enterprise, an 
equalization of values, if practical, is not 
only permissible, but advisable. 

In undertaking any such task, it may 
be useful to consider the fact that every 
one of us was born under different eco- 
nomical circumstances and into different 
conditions. We do not usually overem- 
phasize the success of the son of poor 


parents in contrast to the offspring of a 
millionaire. Similarly, the profit respon- 
sible manager will have to accept the con- 
ditions of his division as he finds them 
when he takes over. Much may depend on 
the length of time during which an indi- 
vidual is responsible as general manager 
for a profit center. If the time is sufficient 
for long-range planning, the realization 
of the plans and long-term measurement 
of the results, the conditions which the 
general manager finds and has to accept 
when taking over his division will lose 
some of their importance. Under all cir- 
cumstances, short-term results must not be 
overemphasized at the expense of the 
long-term return. If divisional managers 
are appointed for relatively short terms, 
it becomes top management's responsibil- 
ity to watch the long-term effects of their 
divisional policies. Main points in ques- 
tion are research activities, if run on a 
divisional level, maintenance of facilities, 


EXHIBIT 3 


SAMPLE FORM 
DIVISION | 


CAPITAL EMPLOYED AND RETURN THEREON 
(in thousands of $) 



































Month of Year to 
April, 1957 Apr. 30, 1957 
1,000 Accounts Receivable 
1,500 Inventories 
2,500 TOTAL ACCTS. REC. & INVENTORIES 
ADD: 
50 Cash and Securities 
20 Advances 
20 Prepaid & Deferred Charges 
1,000 Fixed Assets (net book value) 
3,590 4/30/57 TOTAL CAPITAL EMPLOYED 4/30/57 3,590 
3,500 4/1/57 TOTAL CAPITAL EMPLOYED 1/1/57 3,400 
3,545 TOTAL CAPITAL EMPLOYED AVERAGE 3,475 
30 PROFIT AFTER TAXES 100 
10 % RETURN ON CAPITAL EMPLOYED p.a. 8.65 
1,000 Accounts Receivable (1) 950 
1,050 Sales Gross Last 2 Months (1) 1,000 
1.9 Turnover in Months (1) 1.9 
1,500 Inventories 
100 Less Labor in W.1I.P. 
100 Less Overhead in W.1.P. 
1,300 Material in Inventories (1) 1,200 
250 Material in Month’s Sales (1) 250 
4.6 Turnover in Months (1) 4.8 
(1) monthly figures averaged 
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personnel development, and similar ac. 
tivities which, by necessity, exceed the 
one-year budget term and often even a 
five-year planning cycle. This may be one 
more argument for budgeting for return 
on capital employed on a long-term basis, 


MONTHLY REPORTS 

Exhibit 3 shows a sample form for the 
monthly reports, distributed to the re. 
sponsible officers of each division and the 
chief executive officer, showing the capital 
employed in the division and the return 
thereon, with the changes from the begin- 
ning of the year. These regular reports 
tend to familiarize the division heads with 
the measuring stick applied to their per. 
formance. The monthly discussion of the 
results, the changes in the components of 
the capital employed indicated by the 
turnover figures for the main flexible 
items—accounts receivable and inven- 
tories—enable the manager to analyze the 
ingredients of his picture. 

From the monthly report to budgeting 
performance, integrated with the capital 
required for the sales program, is only 
one step. It can be expected that the divi- 
sion heads will become extremely con- 
scious of the interplay of margin, turn- 
over, volume and cost through the de- 
scribed system in setting objectives in 
the form of return on capital employed. 

If return on investment, regardless of 
whether we measure against gross or net 
assets, works out as the yardstick for per- 
formance, then all major decisions aflect. 
ing the future should be properly planned 
and made with this objective in mind. 

The Second Commandment says that 
the sins of the fathers will be visited upon 
the children to the third and fourth gen- 
erations; errors of today’s top manage- 
ment will be expiated in the future by 
today’s assistants and management train- 
ees! 


NEW PRODUCTS 

In budgeting for new products, pricing 
for return on capital employed can be 
used to good advantage where the new 
product has no established market price 
and does not directly compete with an- 
other existing product. 

From I. Wayne Keller's new book* 
“Management Accounting for Profit Con- 
trol,” the following formula is repro- 
duced: 


“McGraw-Hill Book Company, Inc., New 
York, 1957. Reviewed in THE CONTROLLER, 
September 1957. 
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PRICING FOR RETURN ON CAPITAL EMPLOYED 
Assuming 


C=Total Factory Cost, selling and 
administrative 

R=Desired Return Percentage (Ex- 
pense on Capital Employed) 15% 

F = Fixed Portion of Capital Employed: 
(Property, Plant and Equipment) 

W= Variable Capital Employed ex- 
pressed as a percentage of 
Sales Volume 30% 


$100,000 


$ 20,000 


Vv = Annual Sales Volume in Units 200,000 
_ (C+RP/V 
NET UNIT PRICE = 1—Rw 
Translated into assumed figures: 
($100,000 +- 0.15 X _$20,000)/ 200,000 
1 — 0.15 X 0.30 
0.515 
a 267 
0.955 0.53926 


Practical experience in this field appears 
not sufficient to form a definite opinion 
on this application of the concept. 


OTHER CONSIDERATIONS 

As a matter of general interest, the 
measuring stick of productivity developed 
by Allen W. Rucker (commonly known 
as the Rucker Plan) deserves mention. 
“Productivity” is actually used in quite a 
number of enterprises as a measure of 
proficiency, although the Rucker Plan is 
“the engineering application of the share 
of production principle to the individual 
plant and business.”’ In fact, this approach 
emphasizes strongly the relation of the 
human element to the production results. 

Recently, Hiram S. Davis has published 
a book on productivity accounting® which 
has been condensed by Mary Jordan for 
Controllership Foundation. Davis presents 
an elaborate method for measuring the 
productivity of a business, applying re- 
valuation to some selected scale of con- 
stant prices. Without attempting to evalu- 
ate Davis’ productivity accounting, it 
seems obvious that this method requires 
rather complicated mechanics, which alone 
makes a general acceptance by industry 
and business doubtful. General accept- 
ance is, though, a very important axiom 
for any measuring device. This notwith- 
standing, the progressive controller will 
study the proposed approach before mak- 
ing his decision on the value for his enter- 
prise. 

This is, perhaps, the place to mention 
the 37th Annual Report of Dominion 
Stores Limited, which was devoted to a 
teport on the company’s “Management 
in Depths.” This again seems to confirm 
the feeling that the human element or 
asset in an enterprise deserves to be 
brought closer to the shareholder-owners 





*Hiram S. Davis, “Productivity Accounting,” 
pivcenity of Pennsylvania Press, Philadelphia, 
a., 1955. 


(Continued on page 132) 
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your tab department 


A good example is special machine work, we have them all and always 
ready for emergencies. Why should you keep little-used machines and 
the people to run them, on an expensive stand-by basis? You only pay 
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one known cost at R & S for actual work done. 
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(Continued from page 131) 


as an important, if not the important, 
creator of the company’s results. Manage- 
ment is, of course, an important part of 
the human factor. 


CONCLUSION 

In conclusion, we wish to emphasize 
again that the return on capital employed 
should not be considered the only and 
exclusive measuring stick for managerial 
performance. In several enterprises, this 
yardstick has proven to be generally ap- 
plicable, but, as all industry is based on 
human effort, the human element with all 
its predictable and unpredictable im- 
plications must be taken into considera- 
tion. It is one weakness in accounting that 
our reports do not represent the picture of 
the human asset of a corporation, an asset 
which is subject to depreciation and de- 
pletion in the same or similar way as 
plant, buildings, machinery and equip- 
ment. Figures related to this human ele- 
ment are slowly finding their way into 
balance sheets and income statements 
through the back door of reporting on 
retirement and profit-sharing plans, stock 
option plans, etc. Reporting on the human 
element should be enlarged and deepened 
if we want to convey the full and valid 
picture of the corporation’s status. This 
side of the corporation’s activities is not 
comprehensively pictured in our conven- 
tional reports and our approach of return 
on capital employed must, therefore, fail 
in this respect as long as the human asset 
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is not reported on in the universal Jan- 
guage of figures. Whether we are capable 
of arriving at valid pictures of this asset 
remains to be seen, but it would certainly 
be worth a try. In the meantime, we 
should be aware of the requirement of 
viewing a corporation’s and its manage- 
ment’s performance from more than one 
side, complementing the chosen yardstick, 
in our study, the return on capital em- 
ployed, by other considerations. 

Illustrating this statement, we wish to 
point to hidden costs of deteriorating in- 
dustrial relations which, in the short run, 
through excessively hard bargaining with 
the Union, may produce a high return but, 
in the long run, lead to costly slow-downs 
and finally strikes, which may more than 
absorb the gains won by hard bargaining 
in the past. Relatively new aspects like 
automation and its co-related demand for 
a guaranteed annual wage will require 
more and more consideration and expres- 
sion in our financial reports. In our opin- 
ion, it will be possible to find an approach 
to these problems with our measuring 
stick, but the development of the method 
still lies in, let us hope, the not too dis- 
tant future! 


APPENDIX A 


BOOK 


Keller, I. Wayne, Management Accounting for 
Profit Control, McGraw-Hill Accounting Se- 
ries, New York, 1957. 


EXHIBIT 4 


CORRELATION OF CAPITAL INVESTED OF PARENT COMPANY 
AND CAPITAL EMPLOYED BY DIVISIONS 














Return Allocated 
on Capital Capital 
Profits Employed Invested 
OPENING BALANCES: 
Invested Capital: 
Parent Unit 100% $8,000,000 $ 950,000* 9.5% 11.9% 
Capital Employed: 
Ap portioned 
Division A $ 5,000,000 50% $4,000,000 $ 500,000 10.0% 12.5% 
Division B 1,500,000 15% 1,200,000 200,000 13.3% 16.7% 
Division C 3,000,000 30% 2,400,000 250,000 8.3% 10.4% 
Division D 500,000 5% 400,000 50,000 10.0% 12.5% 
Total $10,000,000 100% $8,000,000 $1,000,000 














* The difference of $50,000 represents the 
unallocated net expenses of the parent unit. 

For internal comparison purposes, it is not 
necessary to adjust the return for the parent 
unit expenses; but if the divisional results are 
to be compared with outside companies, it be- 
comes advisable to reduce the profits by allocat- 
ing the parent unit’s expenses. There are two 
ways of doing this: 


(a) The unallocated net expenses of the 
parent unit are apportioned on the basis of 
capital employed. This would change the re- 
turn rate on capital employed and allocated 
capital invested slightly. 

(b) $50,000 represents 5% of the total di- 
visional profits. The profits are, therefore, 
reduced by 5%. 
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APPENDIX B 


NOTES ON 
RETURN ON CAPITAL EMPLOYED 


The return on capital employed is one 
important measuring stick for managerial 
performance. It can be used for compati- 
sons between companies, divisions, sub- 
divisions and can also be applied to 
comparisons of product lines within an 
operating unit. 


RETURN ON CAPITAL EMPLOYED is €x- 
pressed as a percentage rate obtained from 
the formula 
Net Profit 
Sales 


Sales 
Capital 





When speaking about profit, we will 
(Continued on page 134) 
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talk to the people at Chase Manhattan 


Chase Manhattan’s Freight Payment Plan operates on 
a clearing house principle ... settles the payment of 
freight bills between shippers, receivers-and carriers. 


Chase Manhattan’s Freight Payment Plan 
Pays Off Three Ways! 
¢ Simplifies record keeping 


© Assures payment of freight bills within 
prescribed time. 


¢ Eliminates check writing and signing 


Find out how Chase Manhattan’s Freight Payment 
Plan can benefit you. Just mail the coupon. 
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BANK 
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NEW YORK, N. Y. 
Member Federal Deposit Insurance Corporation 


The Chase Manhattan Bank 

Freight Payment Division, Dept. MM 
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employers money and hours of valuable time by 
eliminating the guess work in hiring and promot- 
ing accounting personnel. No calculations to be (Continued from page 132) 
made or words to write. Average time to com- 
“eagp- Test about 20 minutes and can be graded 


by any evk {0 ege than § minutes: Hor $00 we refer to profit after taxes. As the tax rate 

Instruction Sheet. Satisfaction guaranteed. Ac- 1§ uniformly applied at X%, the com- 

counting Service Company, Dept. 303, G.P.O. 664, : . - 

New York 1, N.Y. parison is not attected, so long as all re- 
turns are uniformly quoted after income 

tax. 

The first part of the formula represents 
the margin on sales; the second part of 
the formula, the turnover. The rate of 
return is the product of the margin on 
sales and the turnover of the capital em- 
ployed. An improvement in the rate can, 
therefore, be the result of either higher 
margins or higher turnover, or a com- 


bination of both. 


CaPITAL EMPLOYED is the sum total of 
all tangible assets used in the operations 
of the measured entity. These assets con- 
sist mainly of : 





Accounts Receivable and Inventories, 
sometimes referred to as Current As- 





sets, 
American Appraisals Plant and Equipment, usually referred 
to as Fixed or Permanent Assets. 
speed up We will use uniformly Net Book 
° Value, i.e.— 
loss adjustment Accounts Receivable less Reserve for 
The adjuster knows that figures in an Bad and Doubtful Accounts, 
American Appraisal report are fair to Inventories, plus or minus Inventory 
all concerned, because they are always Variance Accounts, 
based on detailed evidence and ex- Fixed Assets, less Accumulated De- 
perienced judgment. preciation (consisting of the depre- 
T ciation computed on the straight-line 
he method plus the additional deprecia- 


AM ERICAN tion—capital cost allowance—per- 


mitted under the income tax regula- 


APPRAI SAL tions). 


Compan ; , 
stated P Included in capital employed are minor 
LGouvh wanes items, e.g., permanent and temporary ad- 
HOME OFFICE: MILWAUKEE 1, WIS. vances, deposits, prepaid insurance, pre- 








BLADES & MACAULAY 
INSURANCE ADVISERS 


* 
Complete Surveys of 
Corporate Insurance Affairs 


No Insurance Sold 
MArket 3-7801 


744 BROAD STREET NEWARK 2, N. J. 
Established 1926 

















paid charges, etc., but, for practical pur. 
poses, the three items, accounts receivable, 
inventories and fixed assets represent 
substantially the capital employed. 


The source of capital employed is: 
The capital invested, consisting of the 
share capital of the corporate entity 
and the accumulated earnings te. 
tained in the business (the capital in- 
vested is sometimes also referred to 
as net worth, i.e., the difference be. 
tween assets and liabilities). 


Liabilities are: 

Accounts payable, i.e., amounts owing 
to suppliers. 

Tax payments not yet due. 

Accumulated bonuses or other emolu- 
ments payable to employes. 

The accumulating contribution to the 
profit-sharing plan, and last but not 
least— 

Borrowings from commercial banks. 


The share capital is fixed. Earnings 
retained in the business increase with 
profitable operations (this increase is as- 
certained monthly in the profit and loss 
account). Accounts payable to suppliers 
usually represent purchases of the pre- 
ceding month, except items for which we 
have to pay cash as, for instance, discount 
invoices, freight, duty, and brokerage. 

Substantially, purchases of raw material 
are payable during the month following 
the receipt of the goods. This limits this 
source of capital employed practically to 
one month. Income tax is owing if the 
profits of the current year are in excess of 
those of the preceding year, because in- 
stallments are based on the profits of the 
preceding year for the nine months’ pe- 
riod from July to March inclusive. Bo- 
nuses and the contribution to the profit- 
sharing plan are usually payable after the 
close of the fiscal year and the final as- 
certainment of the operating results. Bank 
borrowings are limited by the lending 
policy of the banks which, under the 
present conditions (tight-money market), 
confine credit limits to established lines 
and also by the policy of the enterprise 
which determines to what extent the in- 
vested capital shall be augmented by bor- 
rowings. The tight-money market has not 
only limited the available credit from 
banks, but also increased the costs of bor- 
rowed capital. (The increase, e.g., from 
4V,% to 5Y4% for prime risk borrowers, 
represents an increase of 22%.) 

Fixed assets are sometimes referred to 
as “sunk costs,” because, once acquired, 
they are practically inflexible and not sub- 
ject to managerial decisions. The chief 
areas of management are inventories and, 
to some extent, accounts receivable. The 
(Continued on page 136) 
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UP HE POPS... 
LIKE MAGIC! ine 


It takes know-how and skill to provide expert insurance pro- 
tection on your properties and operations overseas. It also 
takes world-wide personnel who know local customs, laws 
and insurance requirements—who “pop up” from nearby to 
help you when a loss occurs. 

When you are insured through AFIA you have that kind 
of protection. You enjoy the services of men like Mr. William 
T. Krall, AFIA’s manager in Singapore. He is a foreign insur- 
ance expert with years of experience—one of AFIA’s 600 
representatives abroad who help provide your business with 
insurance protection unsurpassed. 


Ask your insurance agent or broker to discuss 
your foreign insurance problems with AFIA 





AMERICAN FOREIGN INSURANCE ASSOCIATION 
161 William Street e« New York 38, New York 
CHICAGO OFFICE . . Insurance Exchange Building, 175 West Jackson Blvd., Chicago 4, Illinois 
DATLAS OFFICE. . 00006 <0 400 Vaughn Building, 1712 Commerce Street, Dallas 1, Texas 
T0656 BINGEIES OFFICE .. ccc ccc ws 3277 Wilshire Boulevard, Los Angeles 5, California 
SAN FRANCISCO OFFICE . . Russ Building, 235 Montgomery Street, San Francisco 4, Calitornia 
WASHINGTON OFFICE . . . Woodward Building, 733 15th Street N.W., Washington 5, D.C. 


An association of 22 American capital stock fire, marine, casualty and 


surety insurance companies providing insurance protection in foreign lands 
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latter depends on the general trend in ob. 
serving terms of payment. At present, 
accounts receivable, in the average, are 
paid more slowly than they were about a 
year ago. The further tightening of the 
money market could lead to a further 
lengthening of the collection period. This 
results in an increase in the capital em- 
ployed, which decreases the return if all 
other factors remain unchanged. Meas- 
ures to offset this trend are indicated. Bad 
and doubtful accounts are usually offset 
by the reserve set aside for this purpose. 


CONCLUSION 


The return on capital employed will 
depend on the average margin on sales 
(difference between sales and costs of 
sales and overhead) and the turnover, i.e., 
inventories and accounts receivable trans- 
formed into sales during the year. As 
both these factors are the result of man- 
agerial decisions, the return rate appears 
to be a true yardstick for managerial per- 
formance. 


Welfare Fund Code 


Pension and welfare plans will be han- 
dled by the insurance industry under a 
new code of ethics. The code, adopted by 
the National Association of Insurance 
Commissioners, is known as the ‘‘Code of 
Ethical Practices with Respect to the In- 
suring Benefits of Union or Union-Man- 
agement Welfare and Pension Funds.”’ It 
is not designed as a regulatory measure 
but as a guide and it becomes effective 
immediately. The code is a declaration of 
principles for the proper insuring of wel- 
fare and pension plans and is intended to 
complement state insurance laws which 
stipulate that insurance benefits be rea- 
sonable in relation to premiums charged. 

The code points out what commission 
rates are considered unreasonable or ex- 
cessive. On fees and other allowances, the 
code says an insurer should not pay either 
to any person, firm, or corporation other 
than the insurance broker in connection 
with the sale, service or administration of 
a group policy issued to a welfare or 
pension fund, insurance agent or broker. 

The code says an insurer should dis- 
close, upon request, to a policyholder or 
prospective policyholder the commissions, 
fees, or other allowances paid or to be 
paid. It also states that the insurer should 
“avoid any action which constitutes a 
condonation of conduct on the part of a 
trustee or any other person occupying @ 
fiduciary position with respect to a wel- 
fare or pension fund which would con- 
stitute an evident breach of trust or an 
evident failure to discharge faithfully 
the obligations which his fiduciary posi- 
tion places upon him.” 
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Canada’s Growth Unhampered 


by High Taxes, Says A. K. Eaton & Ea 
High corporation taxes have not handi- 
pas capped the prosperous growth of Cana- & 
sent dian business, A. K. Eaton, assistant dep- ee 
pe uty minister of Finance, said recently in & 
mit a an address to the Toronto Control of 
: Controllers Institute. Despite the fact that 
the me P ® 4 cs 


ther nearly half of the businessman’s win- 


This nings are taken away in taxes, business 
em- has prospered, profits have been high and WHI, WAY AUTO LF ASING 
dividends have been maintained or in- 


f all 


feas- creased. 
Bad “Fifteen short years ago,” he added, | 
fiset “businessmen and authorities in the field | 


of public finance would probably have 


















Ose, soberly assured you that this just could | SAVES ] 

not happen, or, if it did happen, that new | MORE MONEY 
will investment would dry up and business | * 
ales generally would falter and die.” 
ek The fact that high corporation taxes | Thor Power Tool Company, 
ie have not had these dire consequences, said | one of America’s largest, most respected 
nay Mr. Eaton, can be traced to the postwar | power tool manufacturers, leases 
As decade of government fiscal policy which | its fleet of automobiles from WHEELS, 
nan- reveals a pretty consistent pattern of | Inc. This saves valuable Thor cash 
ears amendments designed to improve the law | for inventory, for expansion, for working 
per- and make it more equitable. capital. Thor knows that leasing 

As an example, the deputy minister from WHEELS costs less 

pointed out that prior to 1949 all cor- than ownership, and they are positive 

porations paid the standard tax rate. To- that it saves more! 

day the rate is only 20% on profits up to 
seul $25,000 as compared with a 47% rate Hard-hitting Thor salesmen make their 
ta on profits in excess, and nearly 75% of ictal ok hadles ed Ch let 
| by corporate taxpayers now pay only the a ee ae ee ee 
ae ie rate. This, he said, leaves small other late-model, perfectly maintained Wheels 
> of businesses with a wider margin of profit automobile. Thor, a Wheels client for eight years, 
In- for growth. ; is one of many nationally-famous firms that 
lan- : lease vehicles from Wheels on a regular basis. 
= Grants-in-Aid Rise 
tive Federal grants-in-aid to state govern- 
. of ments increased by 277% between 1946 
vel- and 1956, according to the National In- 


1 to dustrial Conference Board. At the end of 
‘ich World War II the Federal Government 











oe was disbursing grants under 28 programs 
aie oe os 2 
‘ ad OF cae wk —_ es pe Wheels Inc. leases more than 9,000 cars and 
ej prededt Pog he OT Pisaeatiaieiie trucks to American business on programs 
bs aA designed to fit individual needs. 
the had climbed to $3 billion. The importance sat 
her of federal grants to the states is illus- @ RELEASE OF CAPITAL 
her trated by the fact that the grants accounted @ FLUID INVENTORY DOLLARS 
ion for 16.5% of the general revenues of the @ SPOT JOB ASSIGNMENTS 
of states in 1956. However, compared with @ PLANT EXPANSION 
or other sources of general revenue, grants @ CREDIT LINE EXTENSION 
cer. from the Federal Government are a rela- @ SMOOTHER CASH FLOW 
lis- tively unstable source of income for the | a 
or states, | 
Ns, Up to World War I, the grants-in-aid | SEND COUPON TODAY , 
be programs followed the original acts by | : 
ald concentrating in the areas of education for more details from your Wheels representative. 
: _ agriculture. In 1916 the emphasis ; We are interested in more details 
shifted and from this date to the early 1 on a Wheels leasing plan. 
za depression years grants for highway con- : 
el- struction were dominant. By 1946 grants sane 
on- for public welfare were still dominant I TITLE 
ily imag then the share to welfare has ae + ee, baal preg igs ogre 
Ily gn lene : - ; AVENUE 
rs lee ee see bl the I te tasaltenc se bolus tibia lpeeaicietcees Lue | CHICAGO 45, ILLINOIS 
: ghway grants 1 ! HOLLYCOURT 5-8600 
have begun to climb again. fb a momma Stra ont in narnsctnnnaenneen ee 
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Science and Math Students 

Less than a third of all 11th and 12th 
graders in public schools are studying sci- 
ence and less than a fourth are taking 
mathematics courses according to a survey 
made by Health, Education and Welfare 
Department. The latest survey, made in 
the fall of 1956, covered 2,776,000 stu- 
dents enrolled in the 11th and 12th 
grades. 


Growth of Mutual Funds 

Investment companies established new 
records in several categories in 1957. A 
net gain of 400,000 investor accounts hold- 
ing investment company shares brought 
the total to a new high of 3.3 million ac- 
cording to the National Association of 
Investment Companies. Moreover, inves- 
tors bought a record $1.4 billion worth of 
mutual fund shares in 1957, breaking the 
previous high of $1.3 billion in 1956. 
While purchases were increasing, the re- 








CONTROLLERSHIP INFORMATION SERVICE 


oteA 


demptions dropped to a new low as a 
percentage of mutual funds’ total net as- 
sets: the percentage of redemption in 
1957 was 4.6 per cent compared with the 
previous low in 1956 of 4.8 per cent. 


This Electronic World 

RCA has announced a new electronic 
counter that computes, simultaneously, 
output of 40 different production, process- 
ing, or packaging operations. The first 
installation is now under way at the print- 
ing plant of the Detrost News and will be 
used to program press output for daily 
and Sunday editions. The counter is ex- 
pected to obtain immediate and precise 
accounting of the output of each edition 
and to limit production to a_ specified 
number of copies. 


The Soviet Union claims it has devel- 
oped a portable electronic calculator that 


A digest of information developed by 


CONTROLLERSHIP FOUNDATION 


in answer to a recent inquiry on 


COMPENSATING FOR COST-OF-LIVING ADJUSTMENTS 
IN A JOB EVALUATION PROGRAM 


Seventeen companies were contacted to determine what meth- 
ods were used to compensate for cost-of-living adjustments in a 
job evaluation program containing salary ranges and steps for 


each job. 





















The responses were as follows: 

Eight companies increase or decrease the maxima and minima 
of ranges by amounts equal to cost-of-living adjustments. Three 
do so on a percentage basis while four make such adjustment 
via flat dollar amounts. 

Seven companies handle the cost-of-living adjustments as a 
separate item and thus maintain their established salary ranges. 
One company, though, adjusts its salary ranges by an annual 
improvement factor. 

Two companies utilize a combination of both the above 
methods. One adjusts the ranges for salaried employes on a per- 
centage basis and handles cost-of-living for hourly employes as 
a separate item. The second company adjusts via a flat dollar 
amount for hourly rated employes but does not adjust the ranges 
for salaried employes. Approximately every two years, though, 
these latter ranges are revised to provide the proper differential 
between hourly wage structure and salary structure. —RBW 
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works on transistors. The MN-10 is ap- 
parently the latest in a series of Soviet 
computers described in a detailed article 
in Izvestia. The article said there were 
then ten types of electronic analog com. 
puters in mass production in the Soviet 
Union: they ranged from the MN-8, a 
computer occupying 600 square feet and 
capable of solving differential equations 
up to the 32nd degree, to the MN-7, a 
desk-size computer able to handle equa- 
tions up to the sixth degree. 


A Royal-McBee LGP-30 computer, in 
conjunction with Friden tape-producing 
equipment, is being used to answer all the 
record-keeping needs of the garment in- 
dustry. The new system makes it possible 
to combine the front-office functions— 
billing and payroll—with back-office func- 
tions—production and cutting—and amor- 
tize the equipment in one year through 
the combined savings. 


The American Bankers Association, 
through a technical committee, has made 
recommendations on location and _ar- 
rangement of magnetic ink encoding 
along the bottom of checks. The next step 
will be for the business-machine makers 
to select a universal type font. The aim 
of all this is to enable banks using check- 
handling machines made by one manufac- 
turer to process checks received from 
banks using equipment made by other 
concerns. Under the recommendations of 
the ABA technical committee, the perti- 
nent data will appear on the bottom of 
the check in figures one eighth of an inch 
high, beginning at the right edge of the 
check, in visible magnetic ink. 


Personal Conveniences 
for Employes 

A survey by American Business on the 
personnel policies of 118 companies dis- 
closes interesting information concerning 
company policies for personal phone calls, 
personal visitors and distribution of per- 
sonal mail. 

Only 14% of the companies permit 
plant employes to receive incoming calls 
at all times while 82% permit such calls 
for office employes; about 43% of the 
companies restrict plant employes to te- 
ceiving emergency calls while only 10% 
have similar restrictions for office em- 
ployes. Approximately the same percent- 
ages apply to policies on outgoing calls. 

Personal visits from outsiders during 
working hours are permitted, but discour- 
aged for plant employes in 42% of the 
cases and for office employes in 62%; 
some 45% restrict their plant employes to 
emergency visits and 18% place a similar 
limitation on their office employes. 

Over 92% of the companies deliver 
personal mail to employes along with reg- 
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ylar company mail and of these compa- 
nies 32% open up personal mail along 
with company mail unless it is marked 
“personal” while 68% do not open per- 
sonal mail under any circumstances. 


National Income 

In the third quarter of 1957 national 
income climbed to a record annual rate of 
$362 billion, some $17.5 billion more 
than in the comparable period of 1956. 


The Labor Market 

Female employes are so scarce that 
many manufacturers of electronics parts 
are moving to smaller communities ac- 
cording to the magazine, Electronics. 
Women who perform light assembly tasks 
well represent about 79% of total em- 
loyment of electronic tube makers, com- 
ared with the nationwide 29% for female 
employment. In smaller communities, 
women are available generally at lower 
rates of pay than in large cities. 


Cutting Records Storage Costs 

Bankers Box Company has introduced 
a tandem corrugated filing tray with a 
stacking unit that can be built up and 
added to as additional capacity is needed. 
Two of the filing trays fit into each stack- 
ing unit which consists of a corrugated 
fibre board shell reinforced with steel side 
plates and steel stackers. Use of these 
shells is said to eliminate the need for 
shelving. 


Consumer Debt 

During 1957, consumers added $2.3 
billion to their installment debt, down 
from the $2.8 billion increase shown for 
1956 and far below the nearly $5.4 bil- 
lion rise during 1955. The major gain in 
installment debt during 1957 was in auto 
debt, which rose more than $1 billion; 
the increase in personal loans went up 
slightly less than $1 billion. 


Accounting for Expense Accounts 

Traveletter Corporation has developed 
a form to aid travelers in recording the 
information required by the latest income 
tax ruling regarding expense-account 
spending. The new sheets, bound in book 
form, provide a duplicate copy which the 
traveler retains and which will enable 
him to authenticate his expense reports if 
required. 


Stock Market Resume 

Companies listed on the New York 
Stock Exchange paid cash dividends last 
year to their common share owners at the 
tate of $279.00 per second, night and day 
including Sundays and holidays, accord- 
ing to NYSE. Total 1957 cash dividend 
disbursements of $8.8 billion represented 
a record high for any year and an increase 
of 5.1% over payments by the same com- 
panies in 1956. 
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SECOND BIG PRINTING! 


Enthusiastic acclaim by business, in the 
form of multi-copy orders, and by the finan- 
cial press, in the form of favorable re- 
uiews, has exhausted the first printing of 


CONTROLLERSHIP FOUNDATION’S REPORT ON 


WHOLE-DOLLAR ACCOUNTING 


Copies from the second printing are now available so that 
you can order, for yourself and your key staff men, the 
new ‘‘Best-Seller’” in the financial field. 


Order your copy now to see how you can increase produc- 
tivity or reduce costs in the operation of your accounting 
department. Find out why and how companies switched to 
whole-dollar accounting. Profit from the experiences of 
major companies who have studied the problem and have 
decided to adopt whole-dollar accounting. 


Read the analytical chapter in this study to learn: 


V What whole-doliar 
V ine advantage: 
V Wher: 


Read about the experiences of 13 companies to see: 
Vow 

V The 

V1 


¥y were resolve 


$7.50 


($6.00 to members of Controllers Institute) 





Controllership Foundation, Inc. 
Two Park Avenue, New York 16, N. Y. 





Send me _— copies of ““Whole-Dollar Accounting” at $7.50 each 

PRMROE 8 joie sis, Sones Ve cap eeetn ls doe.:be Se te 2 ee aie 
CEG 5 ho big Robie Co WlSS Gk ds oe BMC 6 OREO EERE 
PBEM ie i Sa Ue acess OS GPa Fie EER Ue ee ea 
0 ig SRG Giantess = hy Aen aiagenar aes Ane ZONE . SEAR vs Saeco toe 


Check enclosed [J Bill me later J 


Orders from nonmembers outside continental U.S. and Canada 
must be accompanied by remittance 
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MR. ARISMAN 


TOP MEN... 


George M. Arisman, Jr., controller of 


the Mallory organization since 1955, has 
been appointed president and general 
manager of the Mallory Battery Company, 
a division of P. R. Mallory & Co. Inc., 
Indianapolis, Ind. . . . O. M. Jones, for- 
merly vice president-finance and treasurer 
of Cascade Natural Gas Corporation, 
Seattle, Wash., has assumed the duties of 
president of the company. . . . Gordon 
E. Grundy recently became president of 
Studebaker-Packard of Canada, Ltd., Ham- 
ilton, Ontario, Canada; he had been vice 
president. . . . John A. Manning Paper 
Company, Inc., Troy, N. Y., recently 
made Arlie G. Smith its president, treas- 
urer and general manager....M. E. 
Barnett is now president of Admiral Oil 
Company, Oklahoma City, Okla... . 
Paul M. Dollard has been named presi- 
dent, general manager and a director of 
Central Foundry Co., Newark, N. J... . 
David D. Mason was elected president of 
Link Aviation, Inc., Binghamton, N. Y. 
and is also a member of the Board of the 
company. 


MR. SMITH 





MR. JONES 


MR. DOLLARD 





MR. GRUNDY 


PROMOTIONS .. . 


Donald A. Brisbane recently became fi- 
nancial vice president of Hoftmann-La- 
Roche Inc., Nutley, N. J. Mr. Brisbane is 
currently serving as president of the New- 
ark Control of Controllers Institute. . . . 
Federated Department Stores, Cincinnati, 
Ohio has named Herbert A. Tripp, Jr. 
operating vice president, controller. . . . 
Roger F. Brown was appointed director of 
financial planning of the Chesapeake & 
Ohio Railway Co., Cleveland, Ohio. . . . 
Wayne C. Marks recently was elected ex- 
ecutive vice president for operations of 
General Foods Corporation, White Plains, 
N. Y. Mr. Marks has served as president 
of the New York City Control of Con- 
trollers Institute (1950-51) and as a na- 
tional director (1951-54) as well as vice 
president (1952-53) and Trustee (1952- 
55) of the Institute’s research arm, Con- 
trollership Foundation. 

W. B. Lincoln has been elected treasurer 
of the Wood Conversion Company, St. 
Paul, Minn. A. O. Wiberg succeeds him 
as comptroller of the company. . . . The 
election of August G. Haselbauer as sen- 
ior vice president of the Marine Trust Co. 


MR. BRISBANE MR. 


MR. MARKS 


of Western New York, Buffalo, N. Y. 
was announced recently. . . . Willard B, 
Gorsuch was recently elected to the newly 
created post of controller of the Hawaiian 
Pineapple Co., Ltd., Honolulu, Hawaii, 


ADDITIONAL DUTIES FOR... 

J. E. Hardesty who was elected vice 
president and treasurer of the Black x 
Decker Manufacturing Co., Towson, Md, 

. J. J. Schofield whose election as 
vice president and controller of Detroit 





MR. SCHOFIELD 


Harvester Company, Detroit, Mich., was 
recently announced. . . . Wilber G. Hunt 
who has been appointed vice president 
and general auditor of the Atchison, To- 
peka & Santa Fe Railway Company, Chi- 
cago, Ill. . . . William C. Waggoner, Jr., 
who was elected vice president and treas- 
urer of Florence Stove Co., also Chicago. 
. . . John P. Melsen who has been named 
assistant controller of Nekoosa-Edwards 
Paper Company, Fort Edwards, Wis. He 
will continue as manager of the tax de- 
partment and be responsible for costs and 
budgets administration for the company. 


COMPANY CHANGES... 

F. Edward MacDonald has been ap- 
pointed controller of Tube Turns, Louis- 
ville, Ky., a division of National Cylin- 
der Gas Company, Chicago, Ill. Glenn 
Moore has been appointed controller of the 
NGG Division in Chicago. . . . J. Fraser 
Cocks, Jr., was recently made general 
manager of the Gonset Division of Young 
Spring & Wire Corporation in Burbank, 
Calif. . . . John E. Rhodes is vice presi- 
dent-operations of Sylvania Electric (Can- 
ada) Ltd., Montreal, Quebec, Canada. 


MACDONALD MR. MOORE 
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N. Y. NEW CONNECTIONS ae 
lard B. Frank G. Drummond is now controller NO W ane” se 4 ect a ny rec o rd 


newly of Charles F. Noyes Company, Inc., New 


waiian | York... - R. C. Johnstone is controller 
wai. of Center Chemical Company, Atlanta, 
Ga... . Robert N. Bayless joined Sea- 


man and Company, Inc., of Deerfield, Ill. 
: as an officer and partner. 

d vice J. Duncan Webb is executive vice presi- 
ack & dent and treasurer of Peebles Construc- 
1, Md. tion & Engineering Co. Inc., Miami, Fla. 
seule: _.. Gustav Lucie was elected treasurer 
Detroit of the Arner Co., Inc., Buffalo, N. Y. 
_. . John T. Mera was recently appointed 
controller of B. T. Babbitt, Inc., New York. 


NEW APPOINTMENTS .. . | 

A. W. Schubert, vice president, Emery 
Industries, Inc., Cincinnati, Ohio, was 
elected a director of Eagle-Picher Co., in 
Cincinnati. . . . Edward J. Hanley, pres- 
ident of Allegheny Ludlum Steel Corpora- 
tion recently was elected a director of 
Westinghouse Air Brake Co., both in 
Aas, Pittsburgh, Pa. . . . Paul R. Langdon, 
controller of Battelle Memorial Institute, 
Columbus, Ohio, has been elected presi- 
dent of the Columbus Board of Education 


» we for the Year 1958. 
Hunt 


sident HONORS TO . 

1, To- Robert S. Brumagim, controller of Mo- 
-Chi- § hasco Industries, Inc., Amsterdam, N. Y., 
r, Jr, who was recently named chairman of a 
treas- | new 13-man advisory committee of that 
icago. f city by its mayor. The group was named 
amed | ‘to work with the mayor and Common 
wards | Council in a determined drive to get 
s. He | Amsterdam back on the road to economic 
x de- strength and stability.” 


sand } SPEAKER . | - & 
pony : of al aii controller of Sunray ~. " with Di EBOLD 
Mid-Continent Oil Company, Tulsa, ® 
SUPER ELEVATOR FILES 





Okla., addressed the Wichita Chapter of 
1 ap NAA on “Planning a Feasibility Study of 






































Ouls- | Electronic Computers” on February 18. ° : 
ylin- P y 7 sizes tailored to your volume 
slenn 
the from tab cards to M.1.B. records 
raser Accou nting and For silent mechanized mass-record handling, Diebold Super 
neral ; Elevator Files have no equal. They... 
oung Fina ncial Person nel ° pee a _ record to operators’ finger-tips within average 
of 3-seconds. 
pank, ¢ Provide from 518 to 5,750 filing inches per model. 
resi- ee : e No transcription of records necessary. 
Can- A Specialized Service ¢ Accommodate records on any grade of paper. 
2. Oo 7 e Eliminate major causes of operator fatigue. 
perated by a Practical © Reduce absenteeism. e Improve employee morale. 
¢ Reduce time and space costs up to 50%. 
Controller and For complete information . . . including case histories show- 
A ing investment write-offs in 5 to 18 months. . . write today. 
ccountant DIEBOLD, INCORPORATED, Canton, Ohio. 
ea oe ee ee a ee a 
in our hands f Diebold, Incorporated 
| Department OE- 38 + Canton, Ohio 
| Please send complete details 
fal A ee L E Y about Super Elevator Files. 
l Firm. 
ACCOUNTING PERSONNEL (per mi 
50 CHURCH ST. NEW YORK 7, N. Y. 13 et 
O58 sis saat al [J p M F NT L we — mace 
958 SERVING BUSINESS FOR 99 YEARS 
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People May Force “Automation” 


into Ranks of the Unemployed 


Increasing the use of automated devices 
in business offices will be seriously chal- 
lenged during the next few years by the 
growing shortage of skilled operating 
help, according to the Office Executives 
Association. In reviewing the growth of 
mechanization of office operations over 





APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 


BOSTON 6 CHURCH STREET ATLANTA 
PHILADELPHIA NEW YORK. N. Y. CHICAGO 
PITTSBURGH ST. LouIs 











the past several years, it has been found 
that the demand for employes of medium 
and high clerical skills has increased, 
while lower skills have dropped but 
slightly. 

Further, the Association claims, few 
will dispute the fact that continued mech- 
anization has contributed heavily to the 
growing prestige and salaries of many 
clerical posts; but contrary to “popular’’ 
belief, it has had little or no effect on re- 
ducing payrolls or the number of office 
employes. Instead, automation has paced 
the growth of business, opening new areas 
of control, and justifying itself through 








Are you 


Analysis 





agement consultants. 











PAYING TOO MUCH 
for your corporate insurance? 


75% of the Companies We Serve Have Found Sub- 
stantial Savings Through Competent Insurance 


© Are you overinsured .. . 
e Are you sure you have adequate protection? 


e Are you getting the greatest efficiency at lowest cost 
from your insurance program? 


THESE are just a few of the questions that impartial insurance analysis 
can answer for you. Today, more and more companies find the use of 


insurance consultants as important to them as their accountants or man- 


AS impartial insurance consultants and programmers we can help you 
build a co-ordinated, more effective insurance program for your com- 
pany. We do not sell insurance—but we can make recommendations that 
may save you thousands of dollars. Send today for our free booklet on 


corporate insurance programming benefits. No obligation, of course. 


W. T. CHAMBERLAIN INC. 


HOME OFFICE: 103 Park Avenue, New York 17, N. Y. 
Murray Hill 3-2942 


CORPORATE INSURANCE CONSULTANTS 
ANALYSTS—PROGRAMMERS—SUPERVISORS 

















or underinsured? 
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cost reductions associated with mote ac. 
curate records-keeping, inventory control, 
production control, sales-order processing 
and analyses, requisitioning, etc. 

Even mechanization short of full auto. 
mation, such as punched cards, integrated 
data-processing systems, etc., while speed- 
ing up business operations, has hungrily 
clamored for better skills and more pro- 
ficient operators. 

Business, however, in its modernization 
through mechanization, has been seriously 
hampered by the lack of adequate talent 
in the employment market. For, behind 
each machine, whether it be a typewriter 
or a computer, is the human operator, or 
operators. And, upon the skill and intelli. 
gence of the human rests the efficiency of 
the machine and the value of its product, 

It is all too true that the United States, 
today, is seriously concerned about the 
shortage of scientists and engineers to 
compete with the technological progress 
of other nations. But, equally true, and 
nearly as dangerous, lies the fact that the 
processing systems to digest the fruits of 
scientific research are inadequately staffed, 
Business, whether it be civilian, military 
or governmental, must rely on the bat- 
teries of clerks and machine operators to 
process the fundamental paperwork 
needed to deliver the goods. Mechaniza- 
tion, or full automation, can handle count- 
less routines, but only when manned by 
trained and skilled personnel. 

It may well be that people, or more ac- 
curately the lack of people, may force au- 
tomation into an uncomfortable position; 
a servant ready to work, but with no one 
to tell it what to do. 





For Alert Executives 


The base of an office chair carries the 
load and takes the hard knocks. People 
kick it, scrape it, bump it and grind sand 
into it with their feet. No wonder the or- 
dinary base looks shabby even in a few 
weeks. 

You could save money if you could 
buy office chairs with bases that would 
never need refinishing and never weat 
out. 

Sturgis office chairs with fiber glass 
bases cost no more than most ordinary 
chairs. The Sturgis fiber glass base is un- 
believably strong and tough. It will never 
need to be refinished because there is no 
finish to scuff off. In short, it will never 
wear out. When it gets dirty wipe it off 
with a damp cloth and it will look like 
new. 

Write for a folder showing 33 models 
of Sturgis chairs, 15 with fiber glass 
bases. Hundreds of smart, modern color 
combinations are available. Address the 
Sturgis Posture Chair Company, Sturgis, 
Michigan. General Sales Offices, 154 E. 
Erie Street, Chicago 11, Illinois. 





(Advertisement) 
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(Continued from page 115) 

One major result is that the meetings 
are now very boring. Everybody under- 
sands everyone else’s problem and the 
meeting is over in one day. The heated 
debates are gone. Even the after-dinner 
poker game has lost its flavor. On the 
serious side, however, we have several 
managers with diversified experience, all 
of whom are now much better potential 
candidates to become controller than they 
would have been had they stayed in one 
job. ; 

Now, the final example of cross-grad- 
ing. In an appraisal session of accounting 
managers we came upon the fact that two 
managers were very capable but not fully 
qualified to be promoted to controller. 
The one was manager of accounting and 
had had no formal experience in budget- 
ing and forecasting. The other was a 
specialist in budgeting and forecasting and 
alot of accounting had rubbed off on him 
but he had never had the responsibility of 
managing an accounting department. 

The decision to cross-grade these men 
into each other's job was not an easy one 
to make since each was completely satis- 
factory where he was and a calculated 
risk in the other job. However, we made 
the change. Fortunately, both worked out 
extremely well and we now have two 
managers whose ratings are much higher 
and they are potential candidates for pro- 
motion. 


UNIVERSITY PROGRAMS 

The final topic I should like to touch 
upon is our university management de- 
velopment program. Over the past six 
yeats approximately eight people have 
attended advanced management programs 
at various universities and colleges such 
as Massachusetts Institute of Technology, 
Harvard, Northwestern and Indiana Uni- 
versity. All these people were selected 
because it was felt that they demonstrated 
definite management potential. Of the 
eight people included in the advanced 
management university programs, 38 have 
been promoted at least once; many have 
had several promotions, and nine have 
been transferred to other positions for 
broadening experience, four became gen- 


policy from the billing list. The 705 has 
pfogtammed into it certain validity checks. 
It will kick out many “impossible” coding 
combinations on transactions which are 
then returned for correction. The Op- 
erational departments have established 
many review points to verify the accuracy 
of codes. Our audit programs include a 
sampling procedure to verify the accu- 
fay of policy transactions. Admittedly, 
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People and the Controller 


eral managers of major operating units 
of the corporation and five have since 
been promoted to vice presidents of RCA. 
Of the total number selected for advanced 
management university programs, only 
four have left the company and in all 
cases for better jobs elsewhere. This is 
quite a record. Perhaps many would have 
received the same promotions, but this 
highlights the fact that we have been able 
to (1) identify our management potential 
and (2) take positive action in supple- 
menting their over-all development with 
this kind of training. 


PLAN FOR THE FUTURE—NOW! 

In conclusion, I would like to point out 
that all the outlined programs concern 
people. For companies who plan to re- 
main static, that is, achieve about the same 
production and sales rates ten years from 
now as they do today, most of the out- 
lined programs would be a waste of time 
and money. However, for those control- 
lers of companies who plan to expand 
their growth, and I include RCA among 
these latter companies, the programs out- 
lined are a must! 

As we in RCA review our five-year 
plans, we not only look at expansion of 
facilities, cash requirements, marketing 
programs and the other normal facets of 
expansion but also we study our man- 
power forecast. This obviously not only 
forecasts the direct and indirect personnel 
required to man the manufacturing plants 
and the potential manpower available in 
the communities but also forecasts the 
number of managers required to run the 
expanded business. As a matter of fact, 
we have a function to assist us in this 
planning called the ‘corporate organiza- 
tion growth committee.” 

If we are to continue to grow econom- 
ically, individually, as well as collectively, 
and more significantly, as a country, the 
development of .our managerial resources 
is a problem common to all of us. As con- 
trollers, sharing the responsibility for 
guiding financial operations in our com- 
panies, we must keep abreast of this prob- 
lem. We have the “ear” of top manage- 
ment. We must use it to our advantage. 


The Impact of Computers on Multiple-Line 
Operations (Continued from page 117) 


our program is not extensive enough; it 
is planned to expand this audit and de- 
velop new tests. 


Up-dating 
Our main problems of control have 
come from this streamlining of opera- 
tions. Even here, the quality of work is 
increased because of the elimination of 
much repetitive information. Not only has 
(Continued on page 144) 
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RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER OR ASSISTANT 
Twelve years’ experience controller functions 
federal government. Strong on budgets and 
administrative controls. Management analysis 
background. Presently employed East coast. 
Will relocate for opportunity. Age 42. Re- 
sume available. Box 2309. 


SUPERVISORY ACCOUNTANT 
having seven years’ experience with a large 
manufacturing concern desires to relocate in 
the southern, western or midwestern part of 
the country. Experience has been in all areas 
of industrial accounting including budgets, pro- 
cedures, mechanized accounting, redetermina- 
tions and other phases of accounting for govern- 
ment contracts, cost accounting, etc. Supervisory 
work is preferred but specialist or analyst posi- 
tions will be considered. Salary open. Box 2310. 


PROFIT ANALYSIS 
Challenging opportunity desired by young man, 
29, B.S. Accounting; M.A. and one year Ph.D. 
Economics. Experience includes profit planning 
and analysis, sales forecasting, inventory con- 
trol, budget analysis, etc. Prefer East. Current 
salary $8,000.00. Box 2311. 


CORPORATE 
FINANCIAL POSITION 
CPA, age 36, B.S. Accounting. Fifteen years’ 
experience with national CPA firm, large cor- 
poration, and internal revenue service in au- 
diting, taxes, accounting, systems, financial work 
and supervision. Resumé upon request. Mini- 
mum salary $12,000.00. Box 2312. 





WANTED TO BUY 





CPA FIRM will purchase entire practice or 
individual accounts N.E. area. Box 2307. 





MISCELLANEOUS 





WANTED—CONTROLLER MAGAZINES 


We’re sold out again on these issues needed to 
complete “back-copy subscriptions’ or to fill 
“single copy” requests: Mar. °57; June 57; 
Nov. °57; Jan. ’58. If you have extra copies or 
have read your copies and will part with them, 
send to the Circulation Manager. 

THE CONTROLLER 
Two Park Ave. New York 16, N. Y. 





NOTE: THE CONTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 








the detail been reduced but the entire 
month’s work is processed at one time 
on The Monster and takes 26 hours per 
month. At the same time the up-dated 
policies are re-rated for billing purposes 
and policy information is injected into re- 
ported claims. In other words, each 
month nearly two million policies are up- 
dated with 417,000 transactions. Over 
300,000 of these policies are re-rated and 
billed each month; 50,000 claims are 
coded with policy codes for statistical use. 


Billing 

Billing of renewal premium is done 
from tape. At present we are still using 
three printers which have an output of 
150 lines per minute each. The printers 


| are the bottleneck in most data-processing 
| installations and ours is no exception. ‘Iwo 


new high-speed printers were delivered 
on August 12, 1957 and were to go into 
operation October 1, 1957. We returned 
these new high-speed printers to the man- 
ufacturer because they proved to be un- 
economical. Let me go into detail. Orig- 
inally the rental of these two new high- 
speed printers would be $1,100 per 
month more than the rental on our pres- 
ent three 150-line printers. We could 
justify approximately $500 of this rental 
in a decrease of overtime operation and 
we were willing to gamble $600 on the 
expansion of our business ultimately mak- 
ing this a profitable investment. On Sep- 
tember 6, 1957 we were advised by the 
IBM company that the rental of these 
two machines would be increased $650 
over their original estimate. That is an 
increase of $1,300 per month which will 
more than pay for any foreseeable over- 
time use of present low-speed printers. 
This type of cost accounting must be ap- 
plied to each and every operation if one 


| 1s ultimately to gain cost reduction by the 
| substitution of electronic equipment. 


| By-products 


Not only is up-dating and billing con- 
fined to a limited period, but supple- 


mental information is retained in the 
memory units and used for by-products, 
One of the most important of these ig” 
the commission record which consists of 


400,000 entries per month. 


Claims ] 
The greatest field of change—and the’ 
one I want to talk about most—is jp’ 
processing the 50,000 claims reported 
each month. Claims can very roughly be 
classified into two groups: Complex and] 
routine. Complex claims are cases with 
personal injuries or total destruction of | 
the vehicle; all others, generally, ase 
routine—or at least they start out that 
way. 

Before the 705, very little distinction 
was made between these two types of 
claims as far as clerical processing was 
concerned. Each claim had a complete 
register typed which showed all polig 
and claims information. This register was 
punched and a reserve set up. When pay- 
ments were made, the amount of pay- 
ment was substituted for the reserve. Un- 
der the new procedure, we continue to 
handle the complex cases the same way, 
except that the only policy information 
needed on the claims register is the state 
and policy number. All the other policy 
information is picked up from the mag. 
netic tape. Claims information is punched 
from the original draft and is then 
matched against the up-dated magnetic 
tape once a month. In this manner dupli- 
cation of handling is minimized. 

* * # 


Much of what I have told you is neces- 
sarily vague. Too much detail as to either 
the operation of our 705 or our business 
methods would be confusing. The point 
I wish to leave with you is that for the’ 
specific jobs we had in mind, our instal- 7 
lation is performing considerably better 
than we had originally anticipated; how.” 
ever, it is not a cure-all and costs must be 7 
constantly watched in order to make it™ 
economical. 
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CONTROLLERS 


Conference 


Date 
MARCH 20-22 
APRIL 27-29 
JUNE 5-7 
OCT. 19-22 


Southern 
Midwestern 
Western 

Annual National 


OTHER ORGANIZATIONS 
THIRD ANNUAL PETROLEUM ACCOUNTING CONFERENCE 


NATIONAL ASSOCIATION OF ACCOUNTANTS 
39th Annual International Conference 


APRIL 25 
JUNE 22-26 


Statler-Hilton 

French Lick-Sheraton 
Olympic 
Chalfonte-Hadden Hall 


INSTITUTE OF AMERICA 


City 
DALLAS, TEXAS 4 
FRENCH LICK, IND. 
SEATTLE, WASH. 3 
ATLANTIC CITY, N. J @ 


Hotel 


WICHITA, KANSAS 
CHICAGO © 
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